The Canadian Chartered Accountant 


OFFICIAL ORGAN OF 
THE DOMINION ASSOCIATION OF CHARTERED ACCOUNTANTS 


Published monthly; subscription $3.00 per annum in advance; 
single copies thirty-five cents. Advertising rates sent on request. 


The Editorial Committee will be pleased to receive contributions 
on subjects of interest. Papers which may not be deemed suitable 
will be returned, if desired. 

Publication Office 
10 Adelaide Street East, Toronto 


W. A. McKAGUE, Editor. 


VOLUME XLVII JULY 1945 IssuE No. 264 


(The opinions expressed in articles in The Canadian Chartered 
Accountant are the opinions of the writers of the articles and are not 
necessarily endorsed by the Association.) 


THE DOMINION ASSOCIATION OF CHARTERED 
ACCOUNTANTS 


Notice of Annual Meeting 


The forty-third annual meeting of The Dominion As- 
sociation of Chartered Accountants will be held in Winni- 
peg, Manitoba, at the Fort Garry Hotel, on Tuesday and 
Wednesday, August 21-22, 1945, for the reception of re- 
ports, election of officers, amendment of by-laws, and such 
other business as may be brought before the meeting. 

Notice has been given of a motion that the present by- 
laws of the Association be repealed and that there be sub- 
stituted therefor revised by-laws Nos. 1 to 26 as set forth 
elsewhere in this issue of THE CANADIAN CHARTERED AC- 
COUNTANT. 

The Council will meet on Monday, August 20 in the 
afternoon and on Tuesday, August 21 in the forenoon. 
General sessions of the members will be on Tuesday, 
August 21 in the afternoon and on Wednesday, August 22, 
forenoon and afternoon. 

F. JOHNSON, W. A. McKAGUE, 
President. Secretary-Treasurer. 


Toronto, Canada, July 2, 1945. 
1 








THE CANADIAN CHARTERED ACCOUNTANT 


Editorial Comment 


Two years of close thinking on the subject of 
The Trend post-war taxation have crystallized into a fair 
of Tax degree of agreement in the United States. 
Thinking James W. Martin, Director of the Bureau of 

Business Research of the University of Ken- 
tucky, summarizes it as follows in the May issue of Taxes— 
The Tax Magazine: (a) A revised death and gift tax at 
rates not very far below the present ones; (b) a personal 
income tax based on about the present plan and at rates 
ranging from two-thirds to three-fourths of present ones 
and possibly with somewhat higher personal exemptions; 
(c) a corporation tax at lower than present rates and 
possibly with some special allowances for dividend recip- 
ients; and (d) several selective sales taxes at rates some- 
what reduced below wartime levels and probably on a lesser 
number of commodities and services. 

Through widened federal responsibilities, Mr. Martin 
points out, it is necessary that we fundamentally alter our 
conception of federal tax requirements. These responsi- 
bilities include vastly increased debt, provision for veter- 
ans, and enlarged social programs. Accordingly, instead 
of reverting back to the scale of levies in existence before 
the war, it appears probable that “the budgetary require- 
ments will be met by means of a sensible adaptation of war 
taxation to peacetime conditions”. 

The trend of thought in Canada is similar. Here also 
we have virtual agreement on the need for substantial re- 
lief to corporations to enable them to resume normal ac- 
tivities and provide employment, on the need for continuing 
personal income taxes and death duties with some modi- 
fication, and on the probability that some levies on com- 
modities and services will have to be continued to meet our 
public budgets. 

Without discounting the difficulties of permanently high 
taxation, we are at least entitled to hope that if the United 
States can stand it, then so also may Canada. But, if we 
reason that way, then we must be careful not to strive to 
go them one better in the strain which we put upon our 
industries and our people. The United States is contem- 
plating a federal debt of $300,000 million, and an annual 
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budget of about $20,000 million. With a population about 
one-twelfth of theirs, our corresponding debt would be 
$25,000 million, and our annual budget $1,667 million. We 
have a good chance of coming through the war period 
within that debt figure, but our social ambitions are in- 
clined to get out of hand, and to run our spending estimates 
up. That is just what we can not afford to do, if we are 
going to offer reasonable attraction to life in Canada. Our 
per capita wealth and earning power is a little less in 
Canada than it is in the United States, and whatever extra 
we might attempt to impose in the way of taxation would 
further accentuate the difference in living conditions. 


With Dominion and Ontario elections out of 
Immediate the way, Canadians can now concentrate better 
National on the international and domestic problems 
Problems with which they are vitally concerned. Chief 

of the former are the successful prosecution 
of the war in the Pacific, and the establishment of an ef- 
fective international security organization. These are 
holding the interest of our governments and our citizens. 
In the domestic field, the two immediate problems appear 
to be the constitutional division of power between the Do- 
minion and the provinces, and tax reform. The chartered 
accountant is specially concerned with both of these. While 
federation is accepted as the ideal form of government for 
a country of such wide expanse and varied population as 
Canada, our hope is that it will not be allowed to operate 
destructively through competitive controls and taxes, but 
rather that an amicable and workable division of authority 
may be reached. The tax problem is one on which The 
Dominion Association of Chartered Accountants addressed 
a general appeal to the Dominion government last year, 
and on which it plans to make more specific suggestions in 
the near future. 


In assisting the Alberta government 
An Extension of to pay up its overdue bond interest, and 
the Excess Profits at the same time in decreeing that 
Tax Principle holders of the bonds would be assessed 
100 per cent of the gain resulting since 
February 1st, the Dominion government has evolved a new 
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application of the basic principle of excess profits taxation. 
It may have been influenced by some criticism which arose 
when, earlier in the war, the government took over an in- 
dustrial concern at a figure which greatly enhanced the 
market value of the concern’s bonds. On the other hand 
there undoubtedly have been many acquisitions of busi- 
nesses, properties and materials, which have resulted in 
capital profits for the owners, and which have been ignored 
in taxation. Fundamentally it is sound enough to recover 
gains created by war finance, but practically it is not pos- 
sible to pursue this principle throughout the entire econ- 
omy. The step taken in the case of Alberta actually has 
the effect of a capital gains tax, but restricted to one se- 
curity and without provision for offsetting losses on other 
commitments. It is a course of action which could not be 
safely pursued without plunging us into the widespread 
intricacies of capital gains and losses. 


The 1945 annual meeting of The Do- 
Our Association’s Minion Association of Chartered Ac- 
Annual Meeting countants will be held in Winnipeg on 

August 20 to 22, but as usual Monday 
and Tuesday morning will be confined to meetings of the 
executive committee and the council, the general sessions 
for members being on Tuesday afternoon and all day Wed- 
nesday. It is expected that, following reports and other 
general association business on Tuesday afternoon, the ac- 
counting research committee of the Dominion Association 
will provide an interesting program for the members on 
Wednesday. The Institute of Chartered Accountants of 
Manitoba, as the host institute, has a committee making all 
local arrangements. A detailed program will be mailed 
shortly to all members of the Association. 


In view of travel restrictions and difficulties, our As- 
sociation is fortunate in being able to continue to hold con- 
ventions which, in addition to handling the essential busi- 
ness of council, include some features of interest to the 
membership. Because of its central location Winnipeg is 
a popular meeting point, and it is expected that the 1945 
meeting will attract as good an attendance as is approp- 
riate under current conditions. 
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Corporation Income and Excess 
Profits Taxes 


By John R. Hopper, B.Com., C.A. 
Montreal, P.Q. 


In Canada the Income War Tax Act and the Excess 
Profits Tax Act provide for the levying of Dominion income 
and excess profits taxes on profits of corporations, while in 
the United States, federal profits taxes are imposed in ac- 
cordance with the Internal Revenue Code as amended per- 
iodically by revenue acts. In addition to the Canadian tax 
acts, various interpretative rulings are issued from time to 
time by the Commissioner of Income Tax under the author- 
ity of the Minister of National Revenue who has wide dis- 
cretionary powers; unfortunately, however, many of these 
rulings have not been made generally available to the public 
while, in addition, only a limited number of legal decisions 
have been passed. In respect to the American tax act, offi- 
cial rulings and regulations have been published in order 
to facilitate interpretation and numerous court decisions 
exist as a guidance to taxpayers. 


Although the provisions determining what profits are 
actually subject to taxes in both countries are similar in 
many respects, particularly where certain types of expenses 
are not recognized as deductible for tax purposes but are 
regarded as proper charges against income under generally | 
accepted accounting practices, nevertheless there are cer- 
tain variations between the acts of the two countries both 
in tax rates imposed and the basic structure of the existing 
laws. As it is impossible to discuss the tax acts relative to 
each country in detail, a brief comparison of some of the 
features has been made. 


Income Tax 


Profits of incorporated companies in Canada are adjust- 
ed in accordance with provisions of the Income War Tax 
Act to arrive at taxable income and the latter is then taxed 
at a flat rate of 18% (20% if a consolidated tax return is 
filed). It should be mentioned at this point, however, that 
there is an excess profits tax of 22% (12% plus 10%) re- 
gardless of whether excess profits exist or not, making a 
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total minimum tax rate of 40% for corporations whose pro- 
fits exceed $5,000 (42% on a consolidated tax basis). 


In the United States, corporation profits must also be 
adjusted to conform with the requirements of the Internal 
Revenue Code, but there are two distinct taxable income 
figures on which a normal tax and surtax are imposed at 
graduated percentage rates on relatively low income but 
at flat rates on higher income. In respect to normal-tax 
net income, which is to a certain extent comparable to Can- 
adian taxable income, deductions are allowed for income 
subject to excess profits tax and 85% of domestic dividends 
received (in Canada total dividends from other Canadian 
corporations are non-taxable). The first $5,000 of normal- 
tax net income is taxed at 15%, the next $15,000 at 17% 
and the next $5,000 at 19%; if income is above $25,000, the 
excess is taxed at 31% while if income exceeds $50,000 the 
tax rate is 24% on the entire amount. On corporation sur- 
tax net income, which in many cases is the same as normal- 
tax net in come except that interest on certain obligations 
of the U.S. government is not deductible and different meth- 
ods exist for dividends paid and received on the preferred 
stock of public utilities, the tax rate is 10% on income up to 
$25,000 plus 22% on the excess above $25,000 but if total 
income exceeds $50,000, the entire amount is taxed at a flat 
rate of 16%. Thus, where both normal-tax net income 
and surtax net income exceed $50,000, the combined tax 
rate is 40% (if consolidated returns are filed the surtax 
rates are increased by 2%). 


Before arriving at income subject to tax, certain deduc- 
tions necessary for the ordinary conduct of the business 
may be made. It is interesting to note that whereas the 
Canadian act disallows deductions in respect of “disburse- 
ments or expenses not wholly, exclusively and necessarily 
laid out or expended for the purpose of earning the income’”’, 
the United States act covers the same point in a different 
manner by providing that deductions from income will be 
allowed for “all the ordinary and necessary expenses paid 
or incurred during the taxable year in carrying on any trade 
or business”. In Canada, it is permissible to provide for de- 
pletion of mines, wells and timber limits and the Minister 
of National Revenue may grant such allowance as he 
“deems just and fair”; a reasonable allowance for depletion 
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may also be deducted from gross income in the United 
States. In the Canadian act it is stipulated that a deduction 
shall not be allowed in respect of depreciation ‘‘except such 
amount as the minister in his discretion may allow” but 
in actual practice provision for ordinary depreciation of 
capital assets may be deducted in accordance with rulings 
issued by the Income Tax Division, establishing maximum 
rates for each class of asset to be depreciated. In addition 
to ordinary depreciation, however, claims for special de- 
preciation to write off assets over a short period may be ap- 
proved by the war contracts depreciation board in certain 
cases where plant and equipment have been built or ac- 
quired to fulfil orders for war purposes; furthermore, a 
wartime tax ruling provides for accelerated depreciation of 
machinery if its normal time in use has been at least doubl- 
ed. In order to effect an orderly transition from a wartime 
to a peacetime economy and to assist companies in plarning 
for post-war expansion, conversion or modernization with- 
out undue delay, a recent order in council has been issued 
in Canada permitting depreciation at double the rates 
normally allowed in respect of plant or equipment built 
or acquired during the period 10th November 1944 to 31st 
December 1946, provided a certificate of necessity is ob- 
tained from the Minister of Reconstruction. 


The United States legislation differs from the Canadian 
on the question of depreciation and provides in a positive 
declaration that depreciation may be allowed as a deduction 
from gross income; in fact it goes even farther and makes 
provision for a reasonable allowance for obsolescence. The 
Internal Revenue Code provides that “‘ the basis upon which 
exhaustion, wear and tear and obsolescence are to be allow- 
ed in respect of any property shall be the adjusted basis 
....for the purpose of determining the gain upon the sale 
or other disposition of such property’. One of the major 
differences in the tax laws of the two countries, therefore, 
is that capital gains and losses are recognized for income 
tax purposes in the United States whereas they are disre- 
garded in Canada. As a wartime measure in the United 
States, the code provides that a taxpayer may elect to de- 
duct amortization of emrgency facilities over a period of 
60 months, instead of the ordinary deduction for deprecia- 
tion. 


Jury 1945. 7 











THE CANADIAN CHARTERED ACCOUNTANT 


Many similarities prevail in the tax acts of both count- 
ries; for example, deductions from income subject to tax 
may be made for interest on borrowed capital, bad debts 
actually incurred, donations to charitable organizations 
(within certain limits) and payments to superannuation or 
pension funds on behalf of employees (under certain speci- 
fied conditions) , etc. 

Under the Canadian act the Minister of National 
Revenue has wide discretionary powers, as mentioned prev- 
iously, and in order to illustrate this point three cases have 
been selected at random. The act provides that interest on 
borrowed capital may be deducted from taxable income but 
only “such reasonable rate of interest on borrowed capital 
used in the business to earn the income as the minister in 
his discretion may allow”; the act further provides that a 
deduction shall not be allowed in respect of “amounts trans- 
ferred or credited to a reserve, contingent account or sink- 
ing fund, except such an amount for bad debts as the min- 
ister may allow”; in addition, “the minister may disallow 
any expense which he in his discretion may determine to 
be in excess of what is reasonable or normal for the busi- 
ness carried on by the taxpayer, or which was incurred in 
respect of any transaction or operation which in his opinion 
has unduly or artificially reduced the income’”’. 

Excess Profits Tax—Canada 

Corporation profits for excess profits tax purposes are 
taxed at a rate of 12% and also at the greater of 10% of 
taxable income or 100% of the excess profits, with pro- 
vision (on the 100% basis) for a refund of part of the tax 
after the war; thus, the minimum excess profits tax rate 
of 22% combined with the 18% income tax rate provides 
a total minimum tax of 40%. In the case of small corpora- 
tions, where profits do not exceed $5,000, however, neither 
the 10% nor 100% excess profits tax rates apply so that 
profits are actually taxed at only 30%. 

Excess profits are defined as that portion of the profits 
in excess of the standard profits and the latter represent 
average profits earned during the standard period compris- 
ing the four years 1936 to 1939 inclusive; the tax payable 
is equivalent to 70% of the excess over the standard profits 
since the 18% and 12% taxes are deductible. The level 
above which profits become subject to the 100% tax rate is 
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that point where taxable income is equal to 116 2/3% of 
the standard profits; this point is frequently referred to 
as the “marginal level” or the “breaking-point”. The por- 
tion of excess profits tax to be refunded after the war is 
equivalent to 20% of the amount by which profits exceed 
the “marginal level”. 


In computing the standard profits, if profits in any one 
of the four years are less than 50% of the average of the 
profits for the other years, the remaining years may be used 
as the standard period; furthermore, losses incurred dur- 
ing the standard period are not deducted from the profits 
in the standard period, but the years of losses are counted 
in determining the average; in addition, the act provides 
that every taxpayer shall be allowed a minimum standard 
profit of $5,000. Provision is made in the act for increasing 
or decreasing, under certain conditions, the standard profits 
by 714% of any alteration in capital employed both during 
the standard period and since the standard period; in con- 
nection with the latter, the alteration in capital employed 
must be accompanied by an equivalent change in capital 
stock issued. A further provision has recently been made 
in the act permitting the standard profits of corporate tax- 
payers to be increased by 5% of any increase in capital 
employed at 1st January 1944 over 1st January 1939, with- 
out an accompanying increase in capital stock; in other 
words, 5% of profits retained in the business during that 
period may be added to the company’s standard profits 
for computing 1944 taxes. In the case of depressed busi- 
nesses, new businesses or where a capital standard is in- 
applicable, a corporation may apply to the minister to have 
its standard profits ascertained by a board of referees. 


Profits subject to taxation under the Excess Profits Tax 
Act are the same as under the Income War Tax Act except 
that companies paying tax at the 100% rate may deduct 
“such reasonable provision as a reserve against future de- 
preciation in inventory values as the minister in his discre- 
tion may allow having regard to a normal quantity of stock 
in trade necessary for the business as indicated by the 
quantities on hand during the standard period’. In ad- 
dition to the allowable deduction for possible future loss 
in inventory values, corporations on the maximum tax 
basis may also deduct the proportion of income tax pay- 
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able—18% and the excess profits tax computed at the 12% 
rate. 
Excess Profits Tax—United States 


In order to determine excess profits tax in the United 
States, a corporation may use either of two bases for as- 
certaining its so-called standard profits, depending on which 
method results in the lesser tax. The standard profit is re- 
ferred to as the excess profits credit and may be determined 
under the average income method or under the invested cap- 
ital method. In using the average income basis, the excess 
profits credit is equivalent to 95% of the average base 
period net income (i.e., net income during the four year 
period 1936 to 1939 inclusive) plus 8% of net capital addi- 
tions or minus 6% of net capital reductions. The Ameri- 
can act is similar to the Canadian act in granting certain 
relief measures for computing average income during the 
base period and allows adjustments to be made in cases 
where earnings have increased during the last half of the 
base period, or where the corporation was in existence dur- 
ing part of the base period only, or where net income for 
one taxable year is less than 75% of the average net income 
(reduced by deficits) for the other three years. Under the 
invested capital method, the excess profits credit is equiva- 
lent to 8% of invested capital up to $5,000,000 (invested 
capital is, in general, the total of capital stock, paid-in and 
earned surpluses and 50% of borrowed capital, less inadmis- 
sible assets) plus 6% of the next $5,000,000, and plus 5% on 
any excess above $10,000,000. Provisions for general relief 
exist in certain cases where a taxpayer’s average base per- 
iod net income does not represent normal earnings because 
the level of business during the base period was unusually 
low or where the excess profits credit based on the invested 
capital of the taxpayer is an inadequate standard for de- 
termining excess profits. 

In Canada, profits subject to income tax and excess pro- 
fits tax are similar (except for the inventory reserve pro- 
vision) but in the United States the normal-tax net income 
and the excess profits net income differ in more respects. 
In computing excess profits net income, gains and losses 
from sales or exchanges of capital assets held for more than 
six months are excluded, dividends received from domestic 
corporations are excluded entirely (only 85% are non-tax- 
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able for normal tax purposes), and if the excess profits 
credit is calculated under the invested capital method, 50% 
of the interest on borrowed capital is disallowed as a deduc- 
tion since only 50% of borrowed capital is regarded as in- 
vested capital. 


Income subject to excess profits tax is defined as the 
adjustec excess profits net income and is taxed at 95% (for 
the year 1944) with provision for a post-war refund of 10% 
of the excess profits tax. The adjusted excess profits net 
income is determined by deducting from excess profits net 
income the sum of the following three items: (1) the ex- 
cess profits credit as computed under the average income 
method or the invested capital method, (2) a specfic ex- 
emption of $10,000, and (3) any unused portion of the ex- 
cess profits credit (excess, if any, of the excess profits credit 
over the excess profits net income for any year beginning 
after 3lst December 1939) which may be carried forward 
two taxable years or carried back two years. Although 
tax is computed at a rate of 95% on the adjusted excess 
profits net income, it is subject to the limitation that the 
aggregate of the normal tax, surtax and the excess profits 
tax may not exceed 80% of the corporation surtax net in- 
come before deducting the amount on which the 95% 
tax is based. Broadly speaking, therefore, total income and 
excess profits taxes are limited to approximately 80% of 
taxable income. 

The 10% post-war refund of excess profits tax is repre- 
sented by United States bonds (issued within three months 
after full payment of the excess profits tax for each year), 
which mature in from two to five years after the war; the 
bonds are non-interest-bearing, non-negotiable and non- 
transferable but after the end of the present war they will 
be negotiable and transferable. In contrast to the Ameri- 
can act, however, the refundable portion of taxes under the 
Canadian act will be repaid to the taxpayer in cash, with- 
out interest, within two years or more following the ces- 
sation of hostilities (the refund in respect of 1944 taxes 
will be repaid within four years after the end of the war 
and the 1945 refund within five years, etc.) ; although prev- 
iously the tax refund could not be assigned, the 1944 amend- 
ments to the Excess Profits Tax Act provided that a tax- 
payer may assign by way of security the refundable portion 
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if the Governor in Council is satisfied that the purpose of 


the assignment is to enable the taxpayer to make capital 
expenditures that will contribute to the post-war conversion 
of the taxpayer’s business and that such expenditures will 
provide substantial employment. 


Conclusion 
The following is a summary of some of the major var- 
iations between the tax acts of Canada and the United 
States, which have been discussed previously : 


Canada 


Profit subject to income tax is 
referred to merely as taxable in- 
come 


Income tax is imposed at a flat 
rate of 18% 


Dividends from domestic corpora- 
tions are exempt from both in- 
come and excess profits tax 


Capital gains and losses are dis- 
regarded 


No provision is allowed for ob- 
solescence 


Standard profit (for excess pro- 
fits tax purposes) is average of 
four years’ profits (1936-1939) 


Excess profits tax maximum rate 
is 100% but in computing the 
tax payable allowance is given 
for the 18% income tax and 12% 
excess profits tax 


Post-war refund is equal to 20% 
of profits above “marginal level’; 
refund will be repaid in cash, 
without interest, after the war 
and. is assignable only under cer- 
tain conditions (post-war conver- 
sion) 
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United States 


Net income for the purpose of in- 
come tax is classified under two 
headings—normal-tax net income 
and surtax net income 


Graduated percentage rates apply 
on both types of income up to a 
certain level 


15% of dividends from domestic 
corporations bear normal tax and 
surtax but not excess profits tax 


Capital gains and losses are in- 
cluded for income tax purposes 
but long-term gains and losses 
are excluded from excess profits 
tax 


Reasonable amount may be de- 
ducted for obsolescence 


Excess profits credit (which cor- 
responds to standard profit) may 
be computed under income meth- 
od (average of four years) or in- 
vested capital method 


Excess profits tax rate is 95% but 
income subject to excess profits 
tax may be deducted from normal- 
tax net income and surtax net 
income before calculating income 
taxes 


Refund is equivalent to 10% of 
excess profits tax; refund is re- 
presented by United States bonds 
to mature in from 2 to 5 years 
post-war, which will be negotiable 
and transferable after the war 
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In spite of the variations in the tax structure of Canada 
and the United States it is significant to note that the double 
taxation feature prevails in both countries whereby total 
profits of incorporated companies are taxed before allowing 
any deduction for dividends paid while such dividends are 
again taxable in the hands of shareholders when received 
(in the case of certain public utility preferred stock in the 
United States, however, a credit for the purposes of the 
surtax is allowed for dividends paid). In Great Britain, 
on the other hand, the tax paid by the corporation is re- 
garded as a withholding tax from the income of the share- 
holders, and when dividend distributions are made the re- 
cipient of the dividend is allowed a credit for the tax with- 
held by the corporation. 


An Industrial Canteen Control 
By André Gervais, B.A., C.A. 
Montreal, P.Q. 


The following system has reduced to a very small 
amount (1/5% of the sales) the shortages that are usually 
a nightmare when a plant operates several canteens (soft 
drinks, coffee, tobacco, chocolates, etc.) for its employees. 
The canteen operations are under the supervision of a man- 
ager (responsible to the general manager) ; they are con- 
trolled by the general accounting department which keeps 
proper records. 

Operations 

The best way to control the stock and to allocate short- 
ages is to make each canteen independent and responsible 
for its own stock. 

Central Canteen: All purchases are made directly by 
the manager (without going through the purchasing de- 
partment) and received by a central canteen, which does not 
sell to the public but only supplies stock to the wagons (cir- 
culating in the plant) and to the retail canteens. The cen- 
tral canteen stockkeeper keeps a perpetual inventory record 
at selling price (in total for his whole stock). 

When merchandise is received he prepares a numbered 
receiving report in triplicate showing the quantities and the 
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selling price (set up by the manager). The original and 
duplicate are sent to the accounting office, while the tripli- 
cate is kept and posted to the perpetual inventory record. 
The merchandise transferred daily to the retail canteens is 
entered on a requisition in triplicate: Original to the ac- 
counting office, duplicate to the retail canteen, triplicate is 
kept and posted to the perpetual inventory record. 

When a wagon leaves for a trip its standard load is re- 
corded and acknowledged by the wagon boy on an inven- 
tory form; upon return the stock left is entered on the form 
and the cash proceeds are turned over to the stockkeeper. 
The daily proceeds of all wagon sales are entered by the 
stockkeeper on a receipt form in duplicate and turned over 
to the manager to be taken to the cashier. The latter checks 
and returns the duplicate receipt which is posted to the 
perpetual inventory record. Once a week the stockkeeper 
and the manager take a physical count which is balanced 
with the physical inventory record and forwarded to the 
accounting office. 

Retail Canteens: Each canteen keeps a small stock cev- 
ering a couple of days’ operations. At the opening and 
closing of each shift (day and night) each stockkeeper takes 
a physical count of the stock on an inventory form to es- 
tablish the amount of his sales, the proceeds of which he 
turns over to the manager who hands them to the cashier. 
The daily counts are sent to the accounting office. 


Control 

The canteens’ operations are recorded in a separate set 
of books, which are controlled by an account (canteens in- 
ventory) in the general ledger. The following records are 
used: Sales journal, purchase journal, perpetual inventory 
register, journal vouchers and subsidiary ledger. 

Sales Journal: The receipt originals, checked by the 
cashier, are entered daily in this record. The sales account 
of each store is credited, while the control account is 
debited. (In the general ledger the current bank account 
is debited, and the canteens inventory account is credited.) 

Purchase Journal: The canteens’ manager approves and 
forwards to the accounting office each invoice, which is at- 
tached to the receiving report original. The invoices are 
checked for extensions and additions, entered in the jour- 
nal and sent to the regular invoice audit department for 
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listing and payment. Each canteen inventory is debited at 
cost, while the control account is credited. (In the general 
ledger, the canteens inventory account is debited, and the 
accounts payable account is credited.) This record has a 
memo column to enter the retail value of each invoice in 
order to compute at the end of each month the percentage 
of mark-up. 

Perpetual Inventory Register: This is a memo record 
kept at selling price, a separation section for the inventery 
of each canteen in total. The merchandise received is en- 
tered from the receiving report duplicates. The requisition 
duplicates (transfers) are used to charge each retail can- 
teen and credit the central canteen. The receipt originals, 
reconciled with the daily counts, are used to record the 
sales, shortages and spoilages (the latter being destroyed 
and approved by the manager). 

The weekly count of the central canteen is reconciled 
with the register balance; the daily closing accounts of each 
retail canteen (checked with the subsequent opening 
counts) are also reconciled with the register. Once a 
month, on a surprise date, a member of the accounting of- 
fice takes a physical inventory of each canteen with the 
manager and the stockkeeper, and each inventory is recon- 
ciled with the register. 

Journal Vouchers, Ledger, Statements: All postings to 
the canteens subsidiary ledger are made through monthly 
journal vouchers covering sales, purchases, transfers, short- 
ages, spoilage, cost of sales, profit. The transfers, short- 
ages and spoilage are taken from the perpetual inventory 
register at selling and brought down to cost by the monthly 
percentage of mark-up; each inventory account in the led- 
ger is adjusted accordingly. 

The cost of sales for the month is established as follows 
for each canteen: Opening inventory, plus purchases or 
transfers, less shortages and spoilage, less closing inven- 
tory. The cost of the closing inventories is arrived at by 
applying the monthly percentage of mark-up to the balances 
at selling of the perpetual inventory register. Each inven- 
tory account in the ledger is credited, while the cost of sales 
account is debited for each canteen. 

Each month a statement is prepared showing the net 
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profit of each canteen and the total profit. This profit is 
transferred monthly to the general operations by journal 
voucher; in the general ledger the canteens inventory ac- 
count is debited and an income account (burden) is credited; 
in the canteens ledger the control account is credited and a 
suspense account (absorbed profit) is debited. At the end of 
the fiscal year the sales, cost of sales and expense accounts 
are closed into this suspense account. 


An Engineer Takes a Look at 
The Tax Problem 


By Frederick S. Blackall, Jr. 


An address before the Providence Chapter of the National Association 
of Cost Accountants and the Rhode Island Association of Credit Men 


T is perhaps presumptuous for an engineer to appear 
before a group of financiers, cost accountants, and credit 
men to discourse on matters of fiscal character; but we 
engineers, especially when entrusted with the tasks of 
management, have frequent occasion to observe the im- 
pact upon our practical operating problems of those policies 
and procedures which are more particularly the province 
of your professions. Possibly the reason why you called 
me in this evening to discourse learnedly on controversial 
matters concerning which you know far more than I is 
the fact that I am an engineer, and as such share the 
engineer’s universal hope that somehow I may be able to 
provide light without heat. I can’t escape the feeling, 
however, that you should have invited in those famous 
twins of your profession, the Ernst boys, or somebody rep- 
resenting a firm of accountants with at least four names. 
I am reminded of a story Governor Ray Baldwin of Con- 
necticut told me the other day. He had just made a political 
speech, and on the way out of the hall overheard two up- 
state farmers talking: “That was a pretty good speech of 
Baldwin’s, wasn’t it?” “Yes, I guess it was all right,” came 
the prompt reply, “but an inch and a half of rain would 
have done us a damned sight more good.” 
The great task which faces the tax collector today is 
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how to raise more revenue without stifling the sources of 
income; but the necessity of raising additional revenue has 
forced upon us a more thoughtful scrutiny of tax measures 
and fundamental tax principles, and the time has come 
when the engineering profession, the accounting profession, 
the legal profession, management, and public servants must 
give real consideration to the long term effects upon our 
economy of the methods which we employ in the attempt 
to balance our budget. A levy, however unsound, which 
occasions no real sacrifice on the part of the taxpayer may 
stay on the statute books for years, unnoticed because it 


- doesn’t hurt enough. Multiply that same levy by nine or 


ten, and it may drive the taxpayer out of business and thus 
destroy the source of revenue altogether. It is merely a 
manifestation of the old law of diminishing returns. 


Venture is Penalized 


Thus we should examine the basic soundness of all of 
the major revenue-raising features of our tax laws, how- 
ever hoary with age they may be. Inheritance taxes, cap- 
ital gains, statutory exemptions, capitalization versus ex- 
pense, and not least of all the treatment of depreciation, 
are all factors which, properly handled, may at once en- 
courage enterprise and increase tax revenue; if misapplied, 
they readily can kill the goose that lays the golden egg. 
The trouble is that our entire tax structure is a hodge-podge 
of revision and amendment, and in some departments it has 
become such an obstacle to the development of new busi- 
ness and the maintenance of plant in productive efficiency 
that it has virtually dried up the sources of venture capital 
and has substituted security for risk as the investment 
objective of aggregations of money, whether large or small. 
In a twelve-horse race, with eleven chances to lose and one 
to win, you are not apt to bet $2.00 on a horse which will 
pay off only $2.20. You are not going to put money into a 
business, with all of its attendant risks, if the maximum 
profit which you can make after taxes, reserves, and ex- 
penses, is 3 or 4%, or maybe less, in your best year, espec- 
ially if, on top of this, you have to buy your machinery 
and tools to a substantial extent out of this pittance. Why 
not put your money into high grade bonds or the savings 
bank, reasons the entrepreneur, where you can get some- 
thing close to the same return with virtually no risk at 
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all? These are real and vital problems of tremendous im- 
port to every American citizen, be he worker, manager, or 
capitalist; and of this group, the poor old forgotten man 
is the one who will suffer most in the long run if the situa- 
tion is not altered. Actually, labor has far more to lose 
by unsound tax methods than capital. A few enlightened 
labor leaders are beginning to recognize their important 
stake in sound tax procedure; but more of our citizenry 
must thump for tax revision and do it soon if we are to 
avoid disaster. 

Look at our situation here in New England, for example. 
We are a great center of small and medium sized family 
businesses. The people who own them are not very rich 
men in the conventional sense of the word. They make a 
good living by their efforts and their wits, and contribute 
greatly in the aggregate to the national economy. On 
paper they may be worth a tidy sum of money, but their 
assets are tied up in brick and mortar, in machinery and 
tools, in looms or spinning frames, in dye kettles, or store 
counters. A genuine problem is presented when the head 
of such a business dies. The inheritance tax collector comes 
along, appraises the business at its value as a going con- 
cern, and demands payment at almost confiscatory rates 
within one year in cash. This is the sort of thing which 
drives the small business, for which our politicians display 
such loving concern, straight into the arms of a great in- 
tegrated corporation if it doesn’t indeed drive the small 
business to the wall altogether. It is apt to be particularly 
disastrous following a period of great business activity such 
as we have been through during the war years. To me, as 
president of the New England Council, concerned with the 
preservation of New England enterprise, this is a matter 
of vital import. 

Double Taxation 


The wisdom of double taxation of corporate earnings 
through the corporation tax and the personal income tax, 
in concert, is at last beginning to be questioned. A num- 
ber of leading economists are urging that the corporation 
tax be eliminated altogether. England has long recognized 
the fallacy of double taxation of corporate earnings, and 
under its pre-war statutes taxed corporations only on un- 
distributed income. In point of fact, corporation taxes 
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tend to benefit the very wealthy, while imposing an undue 
burden on the man of small income. At the risk of repeti- 
tion, for I have quoted this before, let me read to you a 
commentary issued a few months ago in “Management 
Clinic,” a house organ published by Fiduciary Counsel, Inc., 
of Jersey City, New Jersey. I quote: “The XYZ Aircraft 
Company pays 80% taxes. It produces income for the 
benefit of a stockholder who last year was subject to an 
88% bracket. It saved this wealthy stockholder 8% on all 
of his income that was not distributed to him. Another 
stockholder’s income of $10,000 was subject to a 33% 
bracket. When it paid 80% for this stockholder on the 
income which it earned for him but did not distribute, he 
was penalized 47 per cent.” 

As an illustration of the discouragement which our 
present tax system imposes on venture capital, they go on 
to say this: “Just recently one of our clients considered 
making an investment of $10 million, which he believed 
would earn 20% the first year. His attorney advised him 
that if the corporation made a profit of $2 million, paid its 
taxes and distributed the balance in dividends, he would 
have left, after paying his taxes, $65,886.09. Taxes would 
take 96.7% of the $2 million profit and he would receive 
3.3%, which is a return of 6/10ths of 1% on his investment. 
He did not invest—neither will others under such condi- 
tions. The post-war unemployment danger cannot be elim- 
inated unless this tax situation is remedied.” 


Capital Gains Tax 

Consider again the question of capital gains. I think 
we are the only large nation which treats them as income. 
Such treatment introduces a wholly extraneous considera- 
tion into the handling of investments, which unquestion- 
ably in frequent cases acts as a brake on the free flow of 
venture capital. 

And of course with corporation taxes in the 95% 
bracket with an overall ceiling of 80%, it becomes common- 
plaee to hear as an excuse for questionable expenditures, 
“Mr. Morgenthau will pay 95% of the bill.”” Who is there 
in this room who does not know from personal experience 
countless examples of extravagance and unsound business 
practice fostered by or condoned because of the virtually 
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confiscatory tax rates on business income? Dollars become 
nickels, and, to paraphrase the words of Mr. A. E. Carpen- 
ter, corporation president and editor of that forthright little 
publication, “The Houghton Line,” a sort of mental inflation 
is produced which fosters habits of wastefulness and com- 
placency from which it ‘is not going to be easy to recover 
when there are no more war contracts to be renegotiated. 

As an engineer, I am especially interested in seeing that 
our nation’s industrial plant is kept at a high peak of ef- 
ficiency, and it is perhaps for this reason that the treat- 
ment of depreciation under federal tax laws has engaged 
my attention for a good many years. It is a surprising fact, 
however, that the nature of depreciation is little understood 
by a great many businessmen. 


Depreciation 


What is depreciation anyway? It is or should be the 
money which we set aside to pay for the loss in value of our 
equipment which has occurred through its use. To the 
extent that the Treasury will permit it, I should broaden 
the definition to include obsolescence. It is too bad that 
we cannot prevail upon industry to put its depreciation 
reserves into a separate bank account and to pay for new 
capital expenditures directly from such a fund. Certainly 
then businessmen would begin to realize that depreciation 
is something more than an entry on a balance sheet. If 
management could see it physically in a separate bank ac- 
count and thus be reminded every day of the purposes to 
which that money should be applied, the industrial efficiency 
of our nation would be enhanced enormously and, inciden- 
tally, the taxpayer would soon resist unwarranted and ar- 
bitrary extensions of the so-called useful life of capital 
assets. 

The United States has led the world in productive en- 
terprise, but the danger is that we shall rest on our oars 
and lose our competitive position through unsound replace- 
ment policies with respect to plant and equipment. Newly 
developed areas tend to be efficient. Why? The most im- 
portant reason, of course, is that industrial plants are of 
the latest design, provided with the last word in mechanical 
equipment. As time passes, the competitive edge which 
this lends to industry is lost to successive new areas. 
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Is it not therefore obvious that the national interest re- 
quires that we of the new world foster and encourage these 
policies which will keep our industrial plant in the pink of 
condition? Of course it is, but unhappily the depreciation 
policies followed by our Internal Revenue Department dis- 
courage renewals and replacements. The treatment of de- 
preciation by our Treasury Department is shortsighted, 
based on grabbiness, on the theory that a bird in the hand 
is worth two in the bush, on the principle of getting all 
you can now without regard to the future. Now the United 
States government, it may be assumed, is in business in 
perpetuity. At least one new business is born for every 
one which falters and dies. Therefore, it makes utterly 
no difference to the sum total of federal revenue when or 
how depreciation is charged off. Not only in the long run, 
but on the average in any given year, revenue would be 
just as great even if capital goods purchasers were per- 
mitted to depreciate capital equipment 100% during the 
first year of purchase; but it makes a tremendous difference 
psychologically to the potential buyer of capital equipment, 
a tremendous difference in the rate of renewal of plant, and 
perhaps a tremendous difference in the swings of the busi- 
ness cycle. I shall deal with this last point later. 


In 1940, the American Machinist made a survey of metal 
working machinery in use in this country. Of the 1,323,131 
machines then in use, 70%, or 933,158, were over ten years 
old. These are figures for a particularly forward-looking 
and equipment-minded segment of industry. The record is — 
far worse in textiles and many other lines. One reason for 
this, of course, is that businessmen have not been spending 
their depreciation reserves annually as they should. An 
important contributing reason, however, is that they have 
not been permitted to depreciate their equipment as rapidly 
as it becomes obsolescent. Mark my words, I did not say 
“as rapidly as it wears out,” but rather “as rapidly as it 
becomes obsolescent.” Such a condition encourages manu- 
facturers to operate with marginal equipment. I can show 
you many a lathe or milling machine, which is as old as 
I am, which will still turn or mill. But how fast and how 
accurately? Our textile mills are full of looms and spin- 
ning frames forty years old or more which still produce 
virtually as much as they ever did. But time marches on, 
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and these antiques are as outmoded as great grandpa’s 
fringed surrey. The forced extension of life of such sub- 
standard equipment is a blight on our economy and one 
which is directly encouraged and fostered by the short- 
sighted approach of our tax collectors to the depreciation 
problem. I am not sure that the fault is so much with our 
tax laws as it is with their administration, with the writers 
of interpretations and regulations, for every accountant 
knows that the local examiners, the district tax agents, and 
above all the men who interpret and apply the statutes 
enacted by the Congress have it in their power to a sub- 
stantial extent to determine the so-called “useful life” of 
capital assets. 

What is needed here is a lively recognition by statute, 
which will not be nullified by shortsighted interpretation, 
that every time a manufacturer tosses out a less efficient 
machine and purchases a more efficient machine, every time 
an obsolete plant is replaced by a modern unit, the public 
benefits and potential tax revenue over the long term is 
increased. Certainly Uncle Sam recognizes that the pros- 
perous taxpayer has the largest tax-paying capacity. Then 
why not frame and apply our tax laws to encourage man- 
agement policies which will increase efficiency and hence 
enhance prosperity? Liberalization of the treatment of 
depreciation would do just that. 

Disregarding the acquisitions of machinery and plant 
which have been financed directly or indirectly by the fed- 
eral government since 1940, there was a tremendous spurt 
of capital goods purchasing and plant improvement and re- 
placement with purely private funds during the period 
when the accelerated amortization provisions of the Second 
Revenue Act of 1940 went into effect. Not the least of 
the reasons for this, I suspect, was that the buyer could 
visualize the recapture of his investment during a period 
for which he could reasonably make definite plans. 

Economists aver that the fundamental difference be- 
tween periods of depression and periods of prosperity lies 
in the incidence of capital goods purchasing. When produc- 
ers are equipping their plants and instituting improvements, 
business is good. When they are not, business is bad. Here 
is another cogent argument for fostering sound improve- 
ments and replacements. Properly applied, such a policy 
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can be a tremendous force in stabilizing the business curve, 
which is one of the major objectives of politician and econ- 
omist alike, if one may trust their public pronouncements. 


Wide Latitude Necessary 


I submit not only that it would be entirely sound to 
adopt the wartime accelerated amortization provisions as 
a permanent feature of our tax laws; for my part, I would 
go further and permit manufacturers to establish their own 
depreciation rates on any basis which suited their fancy. 
I cannot see where the choice could possibly operate to the 
detriment of the Treasury Department in the long run, even 
if manufacturers widely availed themselves of the oppor- 
tunity to depreciate capital acquisitions 100% in the first 
year. The tax base which the government lost in that year 
would be available 100% in the years following. The Eng- 
lish have allowed this latitude to their taxpayers for years 
without criticism or sacrifice of income to the Crown. The 
first thing Hitler did when he wanted to build up a highly 
productive industrial economy in preparation for war was 
to permit manufacturers to depreciate the cost of improve- 
ments and replacements in the year of purchase if they 
chose to do so. The effect on Germany’s output was elec- 
tric, and whatever else we may hate about the Nazis, we 
must admire their productive efficiency. 

I should like to mention an alternative proposal which 
has been made, to wit, that depreciation be recognized as 
a deductible item only in the year in which it is spent. The 
objective of this proposal is the same as that which I am 
espousing, namely to ferret depreciation reserves out of 
hiding and put them into circulation; but I am afraid that 
this would defeat the purpose rather than foster it. I 
want to emphasize that this whole business of the treat- 
ment of depreciation under the tax laws in its impact on 
capital goods’ expenditures is, to a very great degree, 
psychological. The man who makes an investment likes 
to be able to see how and when he is going to get his 
money back, and psychologically he wants to get it back 
within the reasonably visible future. But, as a business- 
man, he wants to be sound about it, too. He is not going 
to throw a perfectly good machine into the river just be- 
cause he can take a tax deduction by so doing. 
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As a matter of fact, Mr. Royal Little of Providence 
pointed out to me the other night in a thought-provoking 
discussion of this subject that no change was necessary in 
the treatment of depreciation reserves, because there was 
nothing to stop a man from selling an asset which was not 
fully depreciated, taking a deductible loss on the undeprec- 
iated capital value in the tax year in which the asset was 
removed from the register, and utilizing the tax money 
thus saved for a new purchase. I can’t argue with Mr. 
Little’s point before a group of cost accountants. You and 
I know that this can be done, but I think I know that it 
won’t be done in any great number of cases. Broadly 
speaking, management doesn’t like to take losses that way 
any more than the man in the street wants to sell General 
Motors at 60 if he paid 80 for it, even though every market 
analyst in the land sets it up in bold face that the stock 
is only worth 40. That is why people, generally speaking, 
lose money in the stock market. I think it is the major 
reason why, and it is purely psychological. 


Must Promote Efficiency 


What I want to do is to have the government encourage 
the producer to keep his plant up to the minute and make 
it easy for him to do so, without requiring him to indulge 
in unusual operations with which he is generally more or 
less unfamiliar (and need I add that a good many members 
of the accounting profession would go broke if the average 
businessman knew anything about preparing his own tax 
returns!). In brief, if we can create a favorable climate 
in which constant modernization of industry will flourish, 
a favorable state of mind in which the potential buyer will 
switch from his investment in one machine to an invest- 
ment in a newer and better machine every time a newer 
and better one comes along, it will increase our national 
efficiency to an enormous extent, will dampen the destruc- 
tive swings of the business cycle, and will increase national 
income, which most certainly will increase the federal gov- 
ernment’s potential revenue from taxes. It is as simple as 
that, and about the only reason that it hasn’t been done 
is because those who shape our tax laws and regulations 
haven’t been willing to look beyond the ends of their noses 
when this important subject has been brought up. For 
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two decades, it has been the ridiculous, stupid, shortsighted 
policy of our Internal Revenue Department to stretch the 
so-called useful life of capital goods and plant beyond the 
elastic limit. To continue the metaphor, if we don’t cut 
it out, something is going to snap. I am told that a revenue 
agent’s work each year is rated to a certain extent by the 
amount of additional tax revenue which he has been able 
to dig out of the taxpayers to whom he is assigned. If this 
is so, the vicious practice should be stopped and the widest 
possible publicity within and without the Internal Revenue 
Department should be given to the change in policy. Ut- 
terly subversive of the public interest, such a policy is 
reminiscent of the old days when town constables made 
their livings on the commissions earned on fines collected 
from unsuspecting motorists who fell into their grasp. 


I have been preaching the gospel which I am expounding 
here tonight for a good many years past. I don’t know that 
I claim to be the author of the idea, but I have a pretty 
good hunch that I was one of them. At least I am one of 
the few people who have felt strongly on this subject for 
many years. It’s fun to believe something which is dif- 
ferent or new, and therefore, likely as not, unpopular, and 
then see that which started out as a visionary dream char- 
acterized one day as a highly practical idea. I confess that 
I get quite a kick out of the growing conviction among 
certain members of Congress, including a number of high 
officials of the present administration, that the depreciation 
provisions of our tax laws should be overhauled to provide ~ 
more incentive for the purchasing of capital equipment. 


Our late president’s position in this matter was made 
clear enough in one of the few specific proposals of his 
pre-election campaign when, during his radio address from 
Chicago last October, he advanced the very suggestion that 
business corporations should be granted more liberal de- 
preciation allowances. The recommendation was embodied 
in the Byrnes Report on War and Reconversion. Indeed, 
the major remaining opposition to the proposal comes from 
the Treasury Department itself, which somewhat petulantly 
indicated, when the Byrnes Report appeared, that Mr. 
Byrnes had not consulted the Treasury in making his recom- 
mendations. In the face of preponderant evidence of the 
need for a change in the regulations governing depreciation 
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allowances, one wonders whether the treasury’s attitude is 
not dictated by a stubborn desire to defend its own short- 
sightedness. It could be. Revenue agents have been so 
diligent during the past decade in levying retroactive assess- 
ments on corporations through the device of revising estab- 
lished depreciation schedules that I understand the Treas- 
ury Department, in response to alarms and protests, actual- 
ly had to issue a policy declaration promising manufac- 
turers that they would be given a period of grace of at 
least three years between successive attacks by the Internal 
Revenue Department on this very cornerstone of their ac- 
counting procedures. I cannot suppress a wry smile over 
the fact that if the treasury had not embarked on its policy 
of whittling down depreciation allowances a decade or so 
ago, subsequent tax revenue would, in fact, have been high- 
er than it has been. Had they permitted high depreciation 
allowances back in the days when the tax on corporation 
income was, say, 1314%, as it was in 1935, or 18%, as it was 
five years ago, many equipment-minded managements would 
by this time have exhausted their cushion and would now 
be paying taxes at wartime rates on substantially higher 
net incomes. The bright young men in the Treasury De- 
partment guessed wrong on that one. In spite of this, in- 
dustry would have benefited, because I dare say that capital 
purchases and replacements would have been correspond- 
ingly higher to the enduring’ benefit of industry and the 
nation. 

The idea is taking hold, and I hope that men like you, 
who understand the mysteries of our tax laws—and they 
are a mystery to the great mass of people—will make your 
voices heard in the right places in Washington and at the 
right time to bring this much needed improvement about. 
But don’t forget that the change in the law is needed more 
for psychological reasons than for any other. Don’t argue 
yourselves out of the necessity for the change on the basis 
that you can accomplish the same thing some other way, 
if you will just hire a good accountant to prepare your tax 
return. There will be jobs enough for you men under a 
more efficient and more prosperous economy, and this is 
one way to make our economy more efficient and more pros- 
perous. 
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America’s Capital Needs 


F the United States of America were to meet all needs 

for new capital equipment in the fifteen-year period 
1946-1960, including replacement deferred before and dur- 
ing the war, there would be opportunities to make capital 
investments and outlays averaging about $28 billion per 
year. These capital needs, added to the postwar demand 
for consumer goods and services, would be more than en- 
ough to absorb the entire productive capacity and keep 
the economic system operating at high levels. The capital 
estimates, in the form of preliminary figures being sent 
out to a number of experts in different fields for detailed 


’ checking, were made for the Twentieth Century Fund by 


Robert W. Hartley, assisted by Eleanor H. Wolkind. These 
estimates make up one section of a forthcoming major 
survey of America’s needs and resources, which covers re- 
quirements for all types of goods and services, now being 
completed under the direction of Dr. J. Frederic Dewhurst, 
the Fund’s economist. 

In commenting on the preliminary estimates in the 
Hartley report on capital requirements, Evans Clark, exec- 
utive director of the fund, said: “Countless persons have 
spoken hopefully in general terms of high employment and 
high production in postwar America, but this is an attempt 
to make detailed estimates, based on past experience and 
factors of growth, of just what our capital requirements 
might be. The estimates cover four major groupings that © 
together usually account for about two-thirds of our total 
capital outlays. 


Importance of Capital Outlays 


“Business depressions—with their resulting unemploy- 
ment—are the big problem we must lick. Repeatedly we 
have seen that a major factor in a general downswing is a 
lessening of money spent for capital equipment. Indeed, 
some pessimists have thought that our opportunities for 
spending on capital equipment are growing less. These 
estimates, on the contrary, show very great future needs 
and opportunities for capital outlays. 

“This is the money spent for buildings, equipment, out- 
door works and productive facilities of all kinds that make 
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up this country’s relatively permanent physical assets. 
These estimates give us some notion of the kind of expand- 
ing economy we may achieve if we have the courage to 
try. The figures offer a concrete approach to the oft-re- 
peated goal of 57 to 60 million jobs in peacetime America.” 

Mr. Hartley’s estimates cover twenty-four specific fields 
in four major groupings. The sum of these fields amounts 
to an average of $18.7 billion annually of capital expendi- 
tures for the fifteen years 1946-1960. All estimates are 
stated in terms of 1940 price levels. 

“Since the fields covered by the Hartley estimates norm- 
ally account for about two-thirds of our total capital out- 
lays,” said Dr. J. Frederic Dewhurst, the Twentieth Century 
Fund’s economist, “it is estimated that a $28 billion average 
expenditure would be needed for the economy as a whole. 
This, of course, assumes that capital outlays in some of 
the fields not included in the current estimates, such as 
agricultural machinery, mining and construction machin- 
ery, office equipment, and business motor vehicles, would 
maintain their past ratio to the groups estimated by Hart- 
ley. 

“These other fields are being studied for a more com- 
plete report that will be brought out in connection with our 
forthcoming major survey of America’s needs and resources. 
This will cover requirements for all types of goods and ser- 
vices. As director of the survey, I wish to emphasize the 
preliminary nature of Mr. Hartley’s present estimates. They 
are being sent out for checking by several experts in each 
of the twenty-four fields covered. Only when this very 
careful and detailed checking is completed, will Mr. Hartley 
and Mrs. Wolkind be able to revise and correct these es- 
timates for publication.” 


Both Public and Private 


In his report Mr. Hartley says: “No attempt is made 
to indicate whether the funds for the estimated outlays 
would, or should, come from private or from public sources. 
Certain of the fields, for example highways, are traditional- 
ly public responsibilities; others, such as railroads, are 
traditionally private undertakings; and still others, for ex- 
ample hospitals and educational facilities, have in the past 
been both private and public responsibilities.” 
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AMERICA’S CAPITAL NEEDS 


To show some of the opportunities the economic system 
might offer when operating at high levels, the report ex- 
amines first some of the estimated requirements in the 
grouping of urban development. 

Under this type of analysis, Mr. Hartley estimates aver- 
age annual requirements for non-farm housing at $5,065 
million, and says that some other annual requirements will 
be: $863 million for school facilities; $344 million for hos- 
pital facilities ; and $246 million for sewerage systems. 

For the second grouping—the commercial and indus- 
trial field—needs for new factories, machinery, business 
buildings, electric power and telephone facilities, etc., are 
estimated. With the expected growth of population and 
with the economic system operating at high levels of em- 
ployment and production, it is estimated that there will be 
a need to spend an average of nearly $314 billion each 
year for factories and industrial facilities, as well as $1,477 
million per year for electric power systems; and $680 mil- 
lion for commercial and business buildings in general. 

Transportation needs form the third grouping, and the 
estimates cover capital outlays for railroads, highways, 
waterways and port development, airports and oil pipelines. 
Needs are based on volumes of anticipated traffic and the 
wearing out of the facilities themselves. To these are added 
estimates based on “social responsibiilty’”—for example, the 
amount of development of highways for motorists and sky- 
ways for plane travelers that competent authorities would © 
regard as feasible and desirable. On this basis, the follow- 
ing average needs are estimated: $2,208 million per year 
for highways; $1,073 million per year for railroads; $150 
million for waterways and port development; $100 million 
for airport development; and $36 million for pipelines. 

In his fourth grouping, rural development, the same 
general pattern is followed of allowing for expected in- 
creases in population plus replacement of worn out facilities 
and a sound measure of improvement in rural standards. 
These estimates include average annual expenditures of 
$384 million for farm housing; $215 million for flood con- 
trol; $111 million for irrigation; and $157 million for re- 
creational facilities. 
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Meaning of “Canadian Debtor” 


IHE term “Canadian debtors” in the Income War Tax 

Act does not include British Columbia Electric Railway 
Company, Limited, in respect to withholding tax on divi- 
dends on its fully registered 5% cumulative perpetual 
preference stock. This was the conclusion of the Exchequer 
Court of Canada in “His Majesty the King on the Informa- 
tion of the Attorney General of Canada and British Colum- 
bia Electric Railway Company, Limited”. The company 
was incorporated in England where the register for this 
stock was kept and operated in British Columbia as an 
extra-provincial company. 


Text of Judgment 


The judgment, expressed under date May 25, 1945, by 
J. T. Thorson, president of the Exchequer Court, is as 
follows: 

During the period between April 1, 1933, and April 29, 1941, 
the defendant declared and paid dividends to non-residents of 
Canada on its fully registered 5% cumulative perpetual prefer- 
ence stock. It is alleged that it should have withheld five per 
cent of such dividends and remitted the same to the Receiver 
General of Canada and that having failed to do so it is liable 
therefor together with interest at the rate of ten per cent per 
annum. This action is brought to recover from the defendant 
the amount of such alleged liability. 

The claim is based upon certain sections of the Income War 
Tax Act, R.S.C. 1927, chap. 97, as enacted by chap. 41 of the 
Statutes of Canada, 1932-1933, the sections relied upon being 
9B.(2) (a), 9B.(4) and 84, which provide respectively as fol- 
lows: 

$B. (2) In addition to any other tax imposed by this Act an in- 
come tax of five per centum is hereby imposed on all persons who are 
non-residents of Canada in respect of 

(a) All dividends received from Canadian debtors irrespective 

of the currency in which the payment is made, 

9B. (4) In the case of interest or dividends in respect of fully 
registered shares, bonds, debentures, mortgages or any other obliga- 
tions, the taxes imposed by this section shall be collected by the 


debtor who shall withhold five per centum of the interest or dividend 
on the obligation and remit the same to the Receiver General of 
Canada. 

84. Any person who fails to collect or withhold any sum of money 
as required by this Act or regulations made thereunder, shall be liable 
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for the amount which should have been collected or withheld together 
with interest at the rate of ten per centum per annum. 


These amendments were deemed to have come into force on 
April 1, 1933, and remained in force until April 30, 1941, when 
the increase in the rate of tax to fifteen per cent became ef- 
fective. During this period the defendant declared and paid 
to the holders of its 5% cumulative perpetual preference stock, 
whose addresses in its register of members were elsewhere than 
in Canada, 16 dividends totalling $2,780,682.37. It did not 
withhold any portion of such dividends, and contends that it 
was not under any duty to do so, on the ground that it was 
not a Canadian debtor within the meaning of section 9B. (2) (a) 
of the Act. The amounts paid to non-residents of Canada within 
the meaning of the section were not proved at the trial, it being 
agreed that if the defendant were found liable the amount of 
its liability would be determined by a reference for such pur- 
pose. 

“Canadian Debtors” 

The issue depends upon the interpretation of the term ‘‘Can- 
adian debtors’’ in section 9B.(2) (a). If it is not clearly ap- 
plicable to the defendant the action must fail. Under the 
scheme set up by the sections referred to a tax is imposed upon 
non-residents of Canada in respect of dividends received from 
Canadian debtors; the tax is levied upon the non-resident, not 
upon the Canadian debtor. The Canadian debtor is required to 
collect the tax, to withhold the amount of it from the non- 
resident creditor and remit it to the Receiver General. A duty 
of tax collection and remission is imposed upon him and, if he 
fails to perform it, he is liable for the amount he should have 
collected. The duty is a statutory one and so is the liability. 
If, therefore, the defendant is not a ‘‘Canadian debtor’’, it is 
free from any duty of tax collection or remission and any li- 
ability for failure to perferin it. 


An English Charter 


The facts are not in dispute. The defendant was incorpor- 
ated in England in 1897 under the Companies Acts, 1862 to 
1893, of the United Kingdom of Great Britain and Ireland, and 
has always had its registered office and kept its register of 
members in respect of its 5% cumulative perpetual preference 
stock in London, England. It was registered in British Colum- 
bia in 1898 as an extra-provincial company under the Com- 
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panies Act, 1897, of British Columbia. Under section 103 of 
the Companies Act, 1929, of the United Kingdom, 19 & 20 Geo. 
V, chap. 23, it has kept a Dominion register, called ‘‘the Colon- 
ial register’’, of members resident in Canada, at its office at 
Vancouver, British Columbia. Stock on this register can be 
transferred only on such register, but all other stock can be 
transferred only on the register kept in London, England. The 
defendant carries on the business of supplying electric power 
and light and operating electric railways and motor buses in 
British Columbia, and has its head office at Vancouver. During 
the period under review the whole business of the defendant, 
except such formal administrative business as was required by 
the statutes governing it or by its articles of association to be 
transacted at its registered office, was conducted and carried on 
in Canada; all its directors and officers were residents of Can- 
ada; all such stockholders’ meetings as were held and all di- 
rectors’ meetings were held in Canada; all its assets, except for 
certain records and books of account kept in London, England, 
and certain cash remitted there from time to time, were situate 
in Canada; all the income from which its dividends were paid 
was earned in Canada; all the dividends were declared by reso- 
lution of the board of directors in Canada and approved by 
resolution of a general meeting in Canada; all the dividends pay- 
able to the stockholders, except those on the Colonial register 
and those whose addresses on the London register were in Can- 
ada, were paid from London, England, by the defendant’s regis- 
trar and paying agent there by cheque and warrants drawn 
and payable in London, the necessary funds for such purpose 
having been sent from Canada. Only the dividends payable to 
the stockholders on the Colonial register or those on the London 
register whose addresses were in Canada were paid by cheques 
drawn and payable at Vancouver. Only a small amount of the 
stock was held by such stockholders. 
Cases Cited 


On these facts there can be no doubt that the defendant, al- 
though incorporated in England, was resident in Canada, cer- 
tainly, at any rate, for income tax purposes. It was held by 
the House of Lords in De Beers Consolidated Mines, Limited v. 
Howe (1) that a foreign corporation may reside in the United 
Kingdom for the purposes of income tax, that the test of resi- 
dence is not where it is registered, but where it really keeps 
house and does its real business, and that the real business is 
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carried on where the central management and control actually 
abides. Lord Loreburn L.C. said, at page 458: 

In applying the conception of residence to a company, we ought, 
I think, to proceed as nearly as we can upon the analogy of an in- 
dividual. A company cannot eat or sleep, but it can keep house and 
do business. We ought, therefore, to see where it really keeps house 
and does business. An individual may be of foreign nationality, and 
yet reside in the United Kingdom. So may a company. ... The 
decision of Kelly C.B. and Huddleston B., in the Calcutta Jute Millis 
v. Nicholson and the Cesena Sulphur Co. v. Nicholson ((1876) 1 Ex. D. 
428), now thirty years ago, involved the principle that a company 
resides for purposes of income tax where its real business is carried 
on. Those decisions have been acted upon ever since. I regard that 
as the true rule, and the real business is carried on where the central 
management and control actually abides. 


On the facts the Court held that the company, although regis- 
tered in South Africa, was resident in the United Kingdom. 
The De Beers Case (supra) was followed by the House of Lords 
in Egyptian Delta Land and Investment Company Limited v. 
Todd (2) which settled that the test of residence of a company 
for income tax purposes was the same for all companies, whether 
incorporated abroad or in the United Kingdom. In that case 
a company incorporated in England, which had transferred the 
whole of its business to Egypt and did nothing in England be- 
yond fulfilling its statutory requirements there, was found by 
the Commissioners to be not resident in England. Rowlatt J. 
reversed this finding and his judgment was affirmed by the Court 
of Appeal. The House of Lords, however, unanimously reversed 
their judgment and held that the finding of the Commissioners 
should not be disturbed. Viscount Sumner in an exhaustive and 
illuminating judgment applied the rule that a company is resi- 
dent where ‘‘the central management and control of the com- 
pany abides’’ and rejected the contention that a company must 
necessarily reside at the place where it is registered and its 
statutory requirements must be complied with. The central 
management and control of the defendant was certainly in-Can- 
ada, and I find that it was resident in Canada for the purposes 
of the Income War Tax Act. 

While the defendant was thus resident in Canada, it could 
not, in my opinion, properly be described as a Canadian com- 
pany. It was incorporated in England under the Companies 
Acts of that country and is subject to them. Its status is that 
of an English company, for it is well established that the na- 
tionality of a company, so far as such a term is applicable to it, 
is determined by the country of its incorporation. In The Queen 
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v. Arnaud (3), a company incorporated in Great Britain was 
held not to be a foreigner although some of its shareholders were 
foreigners. In Janson v. Driefontein Consolidated Mines, Lim- 
ited (4), the House of Lords regarded a company incorporated 
in the South African Republic as an alien although most of its 
shareholders were British subjects. In Bohemian Union Bank 
v. Administrator of Austrian Property (5) a company, which 
had been incorporated in Prague and was, therefore, an Aus- 
trian company, was dealt with as a Czecho-Slovakian corpora- 
tion and national after the recognition of Czecho-Slovakia as an 
independent state. And in the Egyptian Delta Case (supra) 
Viscount Sumner, referring to the effect of incorporation under 
the English Companies (Consolidation) Act, said, at page 13: 
‘‘The first effect of the incorporation is to make the new com- 
pany amenable to English law and English law courts and to 
give it the status of an English company.’’ On the authority 
of such cases, the defendant is an English company. 

Under these circumstances can it be said that the defendant 
was a Canadian debtor within the meaning of section 9B. (2) 
(a) of the Income War Tax Act? Counsel for the plaintiff con- 
tended that the term ‘‘Canadian debtor’’ means a ‘‘debtor resi- 
dent in Canada’’ and that the defendant, being resident in 
Canada and being a debtor in respect of dividends, came within 
its meaning. Counsel for the defendant, on the other hand, con- 
tended that the term when applied to a company means a 
‘‘Canadian company debtor’’ and that the adjective ‘‘Cana- 
dian’’ when applied to a company is descriptive not of its 
residence but of its nationality or country of incorporation and 
means a company incorporated in Canada and cannot, therefore, 
apply to the defendant, since it is an English company by reason 
of its incorporation in England. These conflicting views pres- 
ent a problem which, in my opinion, is one of difficulty and 
importance. 

The Act is clear and explicit in the distinctions drawn be- 
tween a resident in Canada and a non-resident, both in the case 
of an individual and in that of a company, and if it had been 
intended to impose the duty of tax collection and remission upon 
a debtor resident in Canada such intention could have been 
clearly expressed. If that were the intent it would follow that 
there would be no such duty imposed upon a Canadian com- 
pany, that is, a company incorporated in Canada, that was not 
resident in Canada, for if the term ‘‘Canadian debtor’’ means 
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a ‘‘debtor resident in Canada’’ it could not include both a non- 
Canadian company resident in Canada and a Canadian com- 
pany that was not resident in Canada. If ‘‘Canadian’’ means 
‘‘resident in Canada’’ it cannot also mean ‘‘non-resident in 
Canada’’. 


The Term “Canadian” 


Ordinarily a term is used in the same sense wherever it ap- 
pears in an Act and it is frequently possible to determine its 
meaning in a particular section by reference to its use in other 
sections of the same Act. Unfortunately, this is not fully pos- 
sible with regard to the use of the term ‘‘Canadian’’ in the 
Income War Tax Act. Even in Section 9B. itself it is used in 
different senses and has different meanings. The section speaks 
of Canadian funds in subsections 1. and 2. (b), of a Canadian 
estate or trust in subsection 2.(d), of Canadian residence in 
subsection 10, and of a Canadian company in subsection 11. In 
some of these cases the use of the term is purely geographical 
signifying merely presence in Canada, but in others it imports 
the idea of national character. ‘‘Canadian residence’’, for 
example, in subsection 10 clearly means residence in Canada 
whereas ‘‘Canadian company”’ in subsection 11 means a com- 
pany incorporated in Canada. Some assistance may be found 
in other sections of the Act. In section 22 A. the use of the 
term ‘‘any other Canadian debtor’’ in subsection (b) (iii) when 
read with subsection (b) (ii) indicates that a company incorp- 
orated in Canada is also a ‘‘Canadian debtor’’, within the 


meaning of that section. And in section 4 (r) a company in-- 


corporated in Canada is described as a Canadian company. 
Then in section 39 A. there is a reference to ‘‘Canadian, British 
or foreign debtors’’ in such manner as to suggest that the ad- 
jectives are indicative of nationality. Such assistance as these 
other sections afford lends support to the contention of counsel 
for the defendant. 


Section 9B. (2) (a) imposes a tax upon non-residents of Can- 
ada in respect of dividends received from Canadian debtors. 
The term debtor when read with the term dividend indicates 
that the debtor is a company, since it is only a company that 
can become a debtor in respect of a dividend. The defendant 
became a debtor to its stockholders when the dividends were de- 
clared and became payable. In re Severn and Wye and Severn 
Bridge Railway Company (6). It is not unreasonable, there- 
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fore, to say that the term debtor in section 9B. (2). (a) means 


a company. 
A Descriptive Term 


Moreover, it is in accordance with the natural meaning of 
such terms as ‘‘Canadian’’ when applied to a company to regard 
them as descriptive of the country of its incorporation. In 
the United States it was a common practice to incorporate com- 
panies in Delaware or New Jersey and to call such companies 
Delaware or New Jersey companies regardless of where they 
carried on their business. Companies incorporated in the prov- 
inces of Canada are also commonly described by reference to the 
provinces of their incorporation. Such terms as British or Eng- 
lish or Scottish, French, German, United States and the like, 
when applied to a company, are in their natural and ordinary 
sense descriptive of the countries of origin of such companies. 
They are adjectives denoting nationality or domicile and indi- 
cate the country of incorporation of the company. The term 
‘‘Canadian’’, when applied to a company, should be dealt with 
similarly and be regarded as meaning a company incorporated 
in Canada. 

To give effect to the contention of counsel for the plaintiff 
that the term ‘‘Canadian debtor’’ means a ‘‘debtor resident in 
Canada’’ involves amendment rather than interpretation of it. 
It would be quite erroneous to describe an individual as Can- 
adian merely because of his residence in Canada. The residents 
of Canada are not all Canadian and there are many persons 
not resident in Canada who are, nevertheless, Canadian. The 
adjective ‘‘Canadian’’ is not an apt one to describe residence. 
It is, if possible, even a more strained use of it, when applied to 
a company, to import into it the attribute of residence in Can- 
ada, for not only is such use not natural or ordinary, but it is 
also contrary to the established jurisprudence. 


The Canadian Debt Argument 


Counsel for the plaintiff advanced a subsidiary argument that 
the term ‘‘Canadian debtor’’ means a person who owes a Can- 
adian debt and that the debt of the defendant to its stockholders 
in respect of dividends was a Canadian debt. In support of 
this view he relied upon the fact that the dividends were de- 
clared in Canada, and put this forward as an important factor 
in determining that the debt was a Canadian one and subject 
to Canadian law. No authority for such a proposition was cited 
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and I am unable to accept it. It is established that the domicile 
of a company is in the country of its incorporation and that 
such domicile ‘‘clings to it throughout its existence’. While it 
may change its residence, it cannot change its domicile. Gasque 
v. Inland Revenue Commissioners (7). And it is fundamental 
that the rights of the members of a company are governed by 
the law of its domicile. Colonial Bank v. Cady and Williams 
(8). In that case the House of Lords was dealing with a prob- 
lem affecting the share certificates of a company incorporated 
in New York, and Lord Watson, in the course of his judgment, 
said, at page 275: ‘‘The Company and its undertaking are 
American and the rights of its shareholders, as well as the effect 
of its stock certificates, are admittedly governed by the law of 
the State of New York.”’ 

The defendant, having been incorporated in England has its 
domicile there, notwithstanding its residence in Canada, and 
is consequently subject to the law of England in matters affect- 
ing the relationship between it and its members. The rights 
of the stockholders, including the right to dividends are deter- 
mined by the law of England. The conditions subject to which 
dividends are payable are prescribed by such law. It is, no 
doubt, a condition precedent of indebtedness in respect of divi- 
dends that they should be duly declared, but I am unable to 
see how the place of declaration can affect the character of 
the resulting debt. Once the dividends were declared, no mat- 
ter where the declaration was made, the defendant owed a debt 


to its stockholders. Such debt arose either under an English © 


contract on the subscription for the stock or as an incident of 
the ownership of the stock attached by English law. Moreover, 
it was payable to the non-resident stockholders in England. 
Under these circumstances the debt of the defendant to its non- 
resident stockholders was, in my opinion, an English debt. 

It was also urged that the debt was a Canadian one because 
it could be enforced in Canada. No doubt the non-resident 
stockholder who had not been paid a declared dividend could 
sue the defendant in Canada, since it was resident and has its 
assets here. But there is also no doubt that he could bring his 
suit in England. While the defendant was resident in Canada, 
and not in England, for income tax purposes, it is clearly resi- 
dent in England for the purposes of founding jurisdiction in 
the English courts to entertain an action against it. The debt 
to the non-resident stockholders was payable in England, the 
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defendant has its registered office and its register of members 
there, and it is subject to winding-up proceedings in the Eng- 
lish courts. The rights of the non-resident stockholders against 
the defendant are clearly within the jurisdiction of the English 
courts to enforce. 


The Obligation to Withhold Tax 


Section 84 of the Income War Tax Act imposes a statutory 
liability for failure to perform the statutory duty of tax col- 
lection and remission required to be. performed by section 9B. 
(4). Both the duty and the liability for failure to perform it 
are new and do not exist apart from the terms of the Act. Be- 
fore the plaintiff can succeed in an action to recover the amount 
of the liability for failure to perform the duty, he must show 
that the requirement of performance of the duty has been im- 
posed upon the defendant in clear and explicit terms. If he 
cannot do so the action must fail. This statement is, I think, 
in accord with accepted canons of construction. 

The rules to be applied in interpreting an Act which imposes 
a tax or duty are well established. They have been expressed 
by the House of Lords in many cases. In the leading case of 
Partington v. Attorney General (9) Lord Cairns said: ‘‘If 
the person sought to be taxed comes within the letter of 
the law he must be taxed, however great the hardship may ap- 
pear to the judicial mind to be. On the other hand, if the 
Crown, seeking to recover the tax cannot bring the subject with- 
in the letter of the law, the subject is free, however apparently 
within the spirit of the law the case might otherwise appear to 
be.’’ It is the letter of the law rather than its spirit that 
governs in a taxing act. And in a later case, Cox v. Rabbits 
(10), the same judge said: ‘‘a taxing act must be construed 
strictly; you must find words to impose the tax, and if words 
are not found which impose the tax, it is not to be imposed.”’ 
Lord Cairns explained what is meant by the rule that a tax- 
ing act is to be construed strictly in Pryce v. Monmouthshire 
Canal and Railway Companies (11) in the following terms: 
“‘the eases which have decided that taxing acts are to be con- 
strued with strictness, and that no payment is to be exacted 
from the subject which is not clearly and unequivocally required 
by Act of Parliament to be made, probably meant little more 
than this, that, inasmuch as there was not any a prior: liability 
in a subject to pay any particular tax, nor any antecedent rela- 
tionship between the taxpayer and the taxing authority, no 
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reasoning founded upon any supposed relationship of the tax- 
payer and the taxing authority could be brought to bear upon 
the construction of the Act, and therefore the taxpayer had a 
right to stand upon a literal construction of the words used, 
whatever might be the consequence.’’ The Judicial Committee 
of the Privy Council has taken the same view. In Oriental Bank 
Corporation v. Wright (12) Lord Blackburn stated it as a rule: 
“‘that the intention to impose a charge on the subject must 
be shown by clear and unambiguous language.’’ 


Interpretation of Law 


It is not the function of the Court to make any particular 
state of facts fit into a supposed scheme of taxation. The 
scheme does not exist apart from the language by which it is 
expressed and if a person is not clearly caught by the scheme as 
expressed in words he is not subject to it. The Court must not 
assume any governing purpose to tax to be given effect to in 
doubtful cases or any intention to tax apart from the words by 
which the tax is imposed nor may it infer any such intention 
from ambiguous words. The Court must deal with the Act as 
it stands. If defects in the tax structure are found, it is for 
the appropriate legislative authority, and not for the Court, 
to cure them. These principles have been laid down in num- 
erous cases. In Partington v. Attorney General (supra) Lord 
Cairns said, at page 122: ‘‘if there be admissible, in any statute, 
what is called an equitable construction, certainly such a con- 
struction is not admissible in a taxing statute, where you can 
simply adhere to the words of the statute.’’ In Tenant v. 
Smith (13) Lord Halsbury L.C. stated a fundamental principle: 
“‘In a taxing act it is impossible, I believe, to assume any 
intention, any governing purpose in the Act, to do more than 
take such tax as the statute imposes . . . Cases, therefore, under 
the taxing acts always resolve themselves into a question 
whether or not the words of the Act have reached the alleged 
subject of taxation.’’ In Brunton v. Commissioner of Stamp Du- 
ties (14) Lord Parker, speaking for the Judicial Committee, 
said: ‘‘the intention to impose a tax or duty, or to increase a tax 
or duty already imposed, must be shown by clear and unam- 
biguous language and cannot be inferred from ambiguous 
words.’’ And, in Greenwood v. F. L. Smidth & Co. (15), Lord 
Buckmaster took a strong stand against attempting to extract 
new obligations from doubtful and ambiguous language: 
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“It is, I think, important to remember the rule which the 
Courts ought to obey, that, where it is desired to impose a new 
burden by way of taxation, it is essential that this intention 
should be stated in plain terms. The Courts cannot assent to 
the view that if a section in a taxing statute is of doubtful and 
ambiguous meaning, it is possible out of that ambiguity to ex- 
tract a new and added obligation not formerly cast upon the 
taxpayer.’’ 

While the rules to which I have referred are those governing 
the interpretation of taxing acts, I see no sound ground of 
principle for not applying them with equal force to the in- 
terpretation of enactments, such as section 9B. (4) and section 
84 of the Income War Tax Act, by which a new statutory duty 
and liability are imposed. Words must be found in the Act to 
impose such duty and liability, and such words must be clear 
and unambiguous. If the requirement of performance of the 
duty is not expressed in clear and unequivocal terms, the im- 
position of it is not to be assumed nor may it be inferred from 
ambiguous language. It follows that if the duty is not clearly 
and explicitly imposed there can be no liability for failure to 


perform it. 
Judgment Against Plaintiff 


I have come to the conclusion that this action cannot succeed. 
In my opinion, the defendant is not a ‘‘Canadian debtor’’ with- 
in the meaning of section 9B. (2) (a) of the Income War Tax 
Act, notwithstanding its residence in Canada; it is only upon 
such a debtor that the duty of tax collection and remission is 
imposed by section 9B. (4); and no such duty having been 
placed upon the defendant, it cannot be liable under section 84 
for failure to perform it. 

Even if this positive reason for dismissing the action were not 
entirely free from doubt, there is what might be called a nega- 
tive one. On the strength of the rules governing the interpre- 
tation of an Act such as the one under review it should, I think, 
be held that the term ‘‘Canadian debtor’’, as used in section 
9B. (2) (a) of the Income War Tax Act, does not ‘‘clearly and 
unambiguously’’ apply to a non-Canadian company, such as 
the defendant; that the plaintiff has, therefore, failed to show 
that the duty of tax collection and remission under section 
9B. (4) has been imposed upon it in such clear and explicit 
terms as the law requires in such cases; and that, no duty hav- 
ing been imposed in ‘‘clear and unambiguous’’ terms, there 
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can be no liability under section 84 for failure to perform it. 


There is a further reason why the term ‘‘Canadian debtor’’ 
should, in the absence of clear and unambiguous expression of 
a contrary intention, be interpreted as excluding the defendant. 
In this connection, consideration must be given to certain sec- 
tions of the Act, in addition to those already cited. Section 
9B. (9) provides: 

9B. (9) Every agreement for payment of interest or dividends 
in full without allowing any such deduction or withholding shall be 
void. 
And sections 86 and 87 read: 


86. No action shall lie against any person for withholding or 
deducting any sum of money as required by this Act or regulations 
made thereunder. 


87. The receipt of the Minister for any sum of money collected, 
withheld or deducted by any person as required by this Act or regula- 
tions made thereunder shall constitute a good and sufficient discharge 
of the liability of any debtor to his creditor with respect thereto to 
the extent of the amount referred to in the receipt. 

It is apparent from these sections, when read with sections 
9B. (2) (a), 9B. (4) and 84, that it was intended not only that 
the non-resident should be taxed in respect of the dividends re- 
ceived from a Canadian debtor, but also that he should actually 
bear the tax himself and not be able to pass it back to the debtor. 
No tax is imposed upon the debtor; it is the non-resident, not 
the debtor, who is the taxpayer; the debtor is made a tax col- 
lector; if he collects the tax and remits it, he is free from any 
liability to anyone. Payment of the tax to the Receiver General 
is a pro tanto discharge of the debtor’s liability to the creditor. 
The contract to pay the dividend in full is avoided and the 
ereditor’s right of action for its payment in full is barred. The 
scheme of legislation thus expressed purports to alter the rights 
of non-resident creditors against a Canadian debtor, to assume 
control over the indebtedness and to provide a statutory pro 
tanto discharge of it. There can be no objection in law to such 
statutory action where the Canadian debtor is a company in- 
corporated in Canada and the indebtedness is in respect of divi- 
dends, for the relationship between such a company and its 
members, whether resident in Canada or not, is governed by 
Canadian law and their rights in respect of dividends are sub- 
ject to alteration by competent Canadian legislative authority. 
Every shareholder would know that his rights in respect of his 
shares or the dividends from them would be determined by 
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Canadian law. The situation is otherwise, however, in the case 
of a non-Canadian company where the rights of its members 
are regulated by the law of another country. There is a pre- 
sumption that Parliament does not assert or assume jurisdiction 
which goes beyond the limits established by the common consent 
of nations. 31 Hals. para. 658. And it is a rule that statutes 
are to be interpreted, provided that their language admits, so 
as not to be inconsistent with the comity of nations. 31 Hals. 
para. 659. It has already been pointed out that the debt of the 
defendant in respect of dividends was payable to its non-resi- 
dent stockholders in England and that their rights against the 
defendant are regulated by English law and are within the juris- 
diction of the English Courts to enforce in accordance with such 
law. Halsbury points out that the presumption to which I have 
referred must give way before an intention clearly expressed. 
But where there is no such clear expression of intention it 
should be applied. It cannot be said in the present case that 
the term ‘‘Canadian debtor’’ clearly and explicitly refers to a 
non-Canadian company such as the defendant. The scheme of 
legislation under discussion, of which this term is an integral 
part, should, therefore, I think, be interpreted in accordance 
with the presumption and rule referred to in such a way as 
not to assume an intention on the part of Parliament to alter 
the rights of persons in another country, conferred upon them 
pursuant to the law of such country and within the jurisdiction 
of the courts of such country to enforce. In the absence of clear 
and explicit expression to the contrary, the term ‘‘Canadian 
debtor’’ in section 9B. (2) (a) should be interpreted as being 
confined to a company incorporated in Canada and as not in- 
cluding a company incorporated outside of Canada. By such 
interpretation full effect can be given to the scheme of legisla- 
tion without running counter to the presumption and rule of 
interpretation referred to. Such an interpretation, of course, 
places the defendant outside the scheme. 

For the reasons given, there will be judgment dismissing the 
action with costs. 
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THE DOMINION ASSOCIATION OF CHARTERED 
ACCOUNTANTS 


DRAFT OF REVISED BY-LAWS 
Membership 


1. Each member in good standing of any of the following cor- 
porations, namely: 

The Society of Chartered Accountants of the Province of Quebec 

The Institute of Chartered Accountants of Ontario 

The Institute of Chartered Accountants of Manitoba 

The Institute of Chartered Accountants of Nova Scotia 

The Institute of Chartered Accountants of British Columbia 

The Institute of Chartered Accountants of Saskatchewan 

The Institute of Chartered Accountants of Alberta 

The New Brunswick Institute of Chartered Accountants 

The Institute of Chartered Accountants of Prince Edward Island 
(each of the said corporations being hereinafter referred to as an 
“institute”) shall ipso facto be a member of the Association. 

2. A member in good standing of an institute shall be one who 
shall be certified as such to the secretary of the Association by the 
secretary of such institute and in respect of whom the membership 
fees as set forth in by-law 3 have been paid. 


Fees 

3. Each of the institutes shall pay to the Association an annual 
fee of $7.00 for each of its members in good standing (other than 
honorary members, in respect of whom no annual fee shall be pay- 
able), provided that for a new member who is a member for not more 
than six months of the first year the fee for that year shall be $3.50. 
If a person be a member of more than one institute the annual fee 
shall be paid by the institute of which he first became a member. 

4. Annual fees shall become due and payable on the first day of 
June in each year for the fiscal year of the Association beginning 
on that date. If a member fails to pay the annual fees payable by 
him to an institute and his name is struck off its register before the 
end of the fiscal year, the fee for such year paid to the Association in - 
respect of such member shall be repaid to such institute. 

The annual fee payable in respect of a member who is on full 
time service with any of His Majesty’s Forces may be remitted if the 
institute by which such fee would be payable remits the annual fee 
payable by him to such institute. 


Council and Officers 


5. The council of the Association shall consist of the following 
members: 

(a) Two members to be named by each of the institutes, 

(b) An additional member to be named by each of the institutes 

certifying a membership of over one hundred and fifty, 

(c) The president, vice-presidents and treasurer, elected as herein- 
after provided, who may but need not be members named as 
hereinbefore in this by-law provided, and 

(d) The immediate past president of the Association. 

6. The officers of the Association shall be a president, a first vice- 
president, a second vice-president, a first regional representative, a 
second regional representative, the immediate past president, a treas- 
urer and a secretary, all of whom, with the exception of the secre- 
tary, must be members of the Association. 
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7. The president, the vice-presidents, the regional representatives. 
and the treasurer shall be elected each year at the first council meet- 
ing following the annual meeting of the Association. The immediate 
past president shall serve as an officer during the term or terms for 
which his successor as president is elected. 

8. The right in each year of nominating the president, the vice- 
presidents and the regional representatives shall rest first with the 
respective institutes in the order set out in schedule “A” annexed to 
these by-laws to form part hereof. In the event that such right is 
not exercised by an institute, a nomination may be made by any 
member of the council. 

9. In the event of a vacancy occurring in the office of president 
or vice-president or regional representative or treasurer of the As- 
sociation during the term of his office, the vacancy shall be filled by 
the council from among the members of the Association and any 
officer so appointed shall hold office for the remainder of the term 
of the officer he replaces. If the office of any member of the council 
named by an institute becomes vacant or if at any time he is unable 
to act, the council of the institute which named him may appoint 
another member of that institute to fill the vacancy for the remainder 
of his term or to act for him while he is unable to do so, as the case 
may be. 

10. At all meetings of the Association, of the council and of the 
executive committee the president, and in his absence the first vice- 
president, and in the absence of both the second vice-president, shall 
be chairman and, in the absence of all three, the chairman shall be 
elected by the meeting. 

11. The secretary shall be appointed by the council on such terms 
as it may see fit and shall be paid such remuneration as it may 
determine, provided that the executive committee shall have the auth- 
ority at any time to alter such remuneration subject to the approval 
of the council at its next meeting. The secretary shall conduct the 
correspondence, notify members of the Association and of the council 
and of the executive committee of all meetings to be held, record 
proceedings thereof, keep a register of all members with their ad- 
dresses, send all required notices to the members of the Association 
and of the council and perform such other duties as the council may 
direct. Unless otherwise provided, he shall act as secretary of all 
committees of the Association. 

12. The funds of the Association shall be deposited to the credit 
of the Association in a chartered bank or banks approved by the execu- 
tive committee and such funds shall be withdrawn only by cheque 
signed by two of the officers of the Association or by one of the said 
officers and such other person as the council may from time to time 
appoint for that purpose. 

13. Two members of the Association, not members of the execu- 
tive committee, shall be elected auditors at the annual meeting for 
the fiscal year then current and the report of such auditors upon 
the accounts of the Association shall be submitted at the next annual 
meeting of the Association. In the event of any vacancy occurring 
in the office of auditor, such vacancy may be filled by the executive 
committee and any auditor so appointed shall hold office for the re- 
mainder of the term of the auditor he replaces. 


Committees 


, 14. The executive committee of the Association shall consist of the: 
president, the vice-presidents, the regional representatives, the im- 
mediate past president and the treasurer. 
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Subject to the approval, direction and authorization of the council, 
the executive committee shall exercise general supervision and control 
of the business and affairs of the Association and shall perform such 
other duties as the council may from time to time require. 

If the decision on any matter considered at a meeting of the 
executive committee is not unanimous any three members thereof may 
at such meeting request that the matter be referred to the members 
of the council, in which case the secretary of the Association shall 
dispatch to the members of the council by registered post particulars 
of such matter together with a copy of any resolution or resolutions 
relating thereto. If within twenty-one days after the date of such 
dispatch more than one-third of the members of the council signify 
in writing to the secretary their disapproval of the decision of the 
said committee, such decision shall be inoperative: otherwise it shall 
have full effect. 

15. The ceuncil of each institute shall be a standing committee 
of the Association for provincial purposes, and the president and sec- 
retary of the institute shall be chairman and secretary, respectively, 
of such committee and shall submit a report in writing to the annual 
meeting of the Association in respect of the affairs of the institute 
for the preceding year and shall from time to time make such further 
reports to the president of the Association as he may request. 

16. The council may appoint such other committees as it may 
deem necessary or desirable to further the interests and promote the 
objects of the Association and the council may confer such powers 
upon such committees as may be deemed expedient. Nothing con- 
tained herein shall preclude the appointment of amy committee by the 
members of the Association in general meeting. The president, vice- 
presidents and immediate past president shall be ex officio members 
of all committees except those mentioned in by-law 15. 


Meetings 

17. The fiscal year of the Association shall terminate on the 31st 
May of each year and the annual meeting of the Association shall be 
held within four months thereafter at such time as the executive com- 
mittee may determine. The annual meeting shall be held in the 
province of the institute which had the right to nominate the presi- 
dent for the preceding fiscal year, in accordance with by-law 8 hereof, 
provided, however, that the order of holding annual meetings within 
a region (as set out in schedule “A” to these by-laws) may be varied 
between the institutes in such region by the executive committee up- 
on the unanimous recommendation of such institutes. 

At each annual meeting the report of the council shall be re- 
ceived, the accounts for the fiscal year submitted, together with the 
auditors’ report thereon, and such other business transacted as may 
properly be brought before the meeting. 

Notice of the annual meeting and of the general nature of the 
business to be dealt with thereat shall appear in an issue of THE 
CANADIAN CHARTERED ACCOUNTANT published at least twenty-one days 
prior to the annual meeting. Nevertheless, with the consent of the 
majority of members present at any annual meeting any new or ad- 
ditional business, excepting the matters referred to in by-law 26, may 
be introduced and dealt with at such anuual meeting, even though 
notice of such business has not been given. 

Special meetings of the Association may be called at any time by 
the president or, upon the request of not less than ten members, by 
the secretary. Notice of any such meeting and of the general nature 
of the business to be dealt with thereat shall be given at least twenty- 
one days prior to the date of the meeting. 
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At all meetings of the Association any number of members present 
shall form a quorum for the transaction of business. 

18. The council shall hold meetings immediately before and after 
the annual meeting of the Association in each year. Notice of meet- 
ings of the council and of the general nature of the business to be 
dealt with thereat shall be mailed to each member of the council by 
ordinary post at least twenty-one days prior to the meetings, provided, 
however, that with the consent of the majority of the members present 
at any such council meeting any new or additional business may be 
introduced and dealt with at such meeting, even though notice of such 
business has not been given. 

At all meetings of the council any number of members present 
shall form a quorum for the transaction of business. 

19. The executive committee shall hold a meeting immediately 
before the first regular council meeting in each year. Special meetings 
of the executive committee may be called at any time by the president 
or, upon the request of not less than three members of the committee, 
by the secretary. The time and place of each special meeting shall 
be fixed by the president, or failing him, by the secretary, and notice 
thereof and of the general nature of the business to be dealt with 
thereat shall be mailed to the members of the committee by ordinary 
post at least fifteen days prior to the meeting. 

At all meetings of the Association any number of members present 
shall form a quorum for the transaction of business. 

20. At any meeting of the Association, council or committees, two 
members may require that the voting upon any question before the 
meeting shall be by ballot and the chairman shall thereupon appoint 
two scrutineers for the purpose of taking the vote. In case of a tie 
in voting at any meeting, the chairman shall have a second or casting 
vote. 

21. Any notice to a member of the Association (other than notice 
of annual meetings, which is provided for in by-law 17) shall be 
deemed to have been duly given if mailed prepaid by ordinary post 
addressed to such member at his address appearing in the books of 
the Association or, if his address does not appear therein, to the last 
address of such member known to the secretary and a certificate under 
the hand of the secretary shall be conclusive evidence of the due mail- 
ing of such notice. The non-receipt of notice of any meeting by any 
member or members shall not invalidate any action taken at such 
meeting. 

22. The proceedings at all meetings shall be governed by the rules 
laid down in Bourinot’s “Rules of Order’, except in so far as the by- 
laws of the Association otherwise provide. 

Miscellaneous 


23. The head office of the Association shall be situated at such 
place in Canada as shall be designated by the council from time to 
time. 

24. The common seal of the Association shall be of a circular 
form, and shall contain the words “The Dominion Association of 
Chartered Accountants, Incorporated 15th May 1902”. 

25. In the event of any dispute arising as to the true intent or 
meaning of any present or future by-law of the Association, the in- 
terpretation thereof by the council shall be final and conclusive. 


26. No by-law may be enacted, repealed or amended at a meeting - 


of the Association unless notice in writing of the proposed enactment, 
repeal or amendment has been given to the secretary of the Associa- 
tion at least sixty days in the case of an annual meeting, and twenty- 
one days in the case of a special meeting, prior to the date of such 
meeting. The notice of the meeting shall set out the proposed enact- 
ment, repeal or amendment. 
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Current Accounting Literature 


By Frank S. Capon, C.A. 

ig! the N.A.C.A. Bulletin of 1st May (National Associa- 

tion of Cost Accountants, 385 Madison Avenue, New 
York) there is an article by D. B. Ackerman on wage in- 
centive plans that will interest all accountants concerned 
with costing or administration. In addition to giving de- 
tails of most of the normal incentive plans, Mr. Ackerman 
points out the many dangers and pitfalls, and in particular 
lists eight steps that should be taken to boost production 
before falling back on wage incentive plans. Too often, he 


points out, incentive plans are used as a substitute for. 


good management, rather than a supplement to good man- 
agement. 
Post-War Inventory Problems 

Also in the 1st May N.A.C.A. Bulletin, C. T. Devine, 
professor of accounting at the University of Philadelphia, 
discusses some of the inventory problems that will be faced 
by business in the immediate post-war period due to violent 
‘price fluctuations, obsolescence, shortages and surpluses. 

The Future of Accountancy 

The above was the title of a paper delivered by W. T. 
Charge to the Accountants and Secretaries Educational 
Society in Brisbane, Australia, which has been reprinted 
in pamphlet form. In common with many writers and 
speakers, Mr. Charge makes the general statement, so often 
heard, that accountants are an essential part of top man- 
agement, but unlike so many of his contemporaries, he goes 
on to illustrate his point. A fairly detailed, but very read- 
able, story of all the main phases of cost and general ac- 
counting is given, but the thought is left that accountants 
will only be included in top management to the extent that 
they use their accounting training and techniques to be- 
come administrators. The actual work of accounting must, 
presumably always be classified as a service, or at best, a 
control function. 

Milestone in Financial Reporting 

When a large corporation presents to its shareholders an 
official set of financial statements which are completely 
different in form from the customary statements released 
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by most other companies year after year, accountants 
should sit up and take notice. The great Caterpillar Tractor 
Company has scooped the accounting profession in discard- 
ing the traditional balance sheet, and with it the time-worn 
jargon of accounting. Gone is the word “surplus” (for 
good we hope) —gone are the balancing totals for assets and 
liabilities—and strange to say this radical “Statement of 
Financial Position’ complies with the provisions of the Do- 
minion Companies Act! As the Caterpillar management 
states, double entry bookkeeping has had too great an in- 
fluence on financial statements for too long. 


Accounting Education 


Accountants have for some years been pre-occupied with 
special problems arising out.of the war, as evidenced by 
the predominance of articles on such subjects in all of our 
publications. The resultant brownout of papers and articles 
dealing with the all-important subject of education in the 
profession seems to be coming to an end at last, however. 
A series of articles on accounting education in the April 
issue of “The Accounting Review” (1914 Sheridan Road, 
Evanston, Illinois) will be of real interest to all account- 
ants. 

_ George O. May, the elder statesman of accounting, dis- 
cusses the question of teaching accounting to non-technical 
students, that is to say, to those who are not proposing to 
become professional accountants but who desire to master 
the fundamentals in order to be better fitted for other busi- 
ness fields. In addition to a study of accounting history, 
Mr. May recommends a review of legal history, and calls 
upon accounting teachers to ensure that they are able to 
avoid accounting prejudices, and teach real accounting prin- 
ciples. 

Professional accounting education is covered in an article 
by C. A. Moyer, and the emphasis is definitely on university 
training, or at least special business college courses. While 
in the past many accountants have been self-taught, and 
many if not most did not go past the high school stage, 
there seem to be an increasing tendency, at least in the 
United States, to require a university degree as an essen- 
tial qualification for admission into the profession. 

On the other hand, the training of accountants by the 
internship method has its advantages, as pointed out by 
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Herbert E. Miller. A skilful blending of classroom train- 
ing with actual experience is a necessary requisite in the 
medical profession, and the value of this system in account- 
ancy is just as great. The benefits of being able to meet 
people on a business basis, to make real decisions, to size 
up actual accounting situations are very real. 

The subject is summed up by Thomas W. Leland in an 
article entitled “Educational Prerequisites for the Certi- 
ficate” in which he states that education and practical ex- 
perience are both essential for the qualified accountant. The 
purely practical prerequisites for the certificate are ably 
presented in a short article by George S. Olive. 

The 28th April issue of “The Accountant” (London, 
England) contains the report of the joint committee on ed- 
ucation representing the British Universities and the ac- 
counting profession. 


Allocation of Overhead 

Many of the problems involved in the distribution of 
overhead in the case of multi-product manufacturing opera- 
tions are discussed by W. J. Vatter in the April “Account- 
ing Review”. The increasing complexity of manufacturing 
operations makes it more than ever necessary to produce 
proper costs, and although the subject is worthy of a full 
volume, Mr. Vatter has brought out many of the salient 
points. 

Costs and Prices 

W. B. Lawrence has long been recognized as one of the 
leading authorities on cost accounting, and his brief article 
on the effects of costs on selling price structures and manu- 
facturing operations in the April “Accounting Review” is 
therefore worthy of note. 

Miscellaneous 

The topic “Cost Accounting and Control in Tomorrow’s 
Competitive Economy” is discussed by W. E. Jackman in 
the April issue of “Cost and Management” (66 King Street 
East, Hamilton). In the same issue there is a reprint of 
a speech by R. E. Lloyd of Canadian Vickers on “Costs in 
the Aircraft Industry’, which deals in some detail with 
specialized costing problems in one of Canada’s youngest 
major industries. 
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Auditing 

Authoritative comments on auditing and Maurice E. 
Peloubet go together like eggs and bacon, as evidenced 
once again by a recent speech on the relationship between 
internal and external auditors reprinted in the May “Jour- 
nal of Accountancy” (13 East 41st Street, New York). 
Mr. Peloubet, in speaking to internal auditors, lays great 
emphasis on the need for them to build up the confidence 
of external auditors and others in the internal audit work. 
The integrity of the profession depends upon the integrity 
of every member, and the chaos that would result if ac- 
countants could not have faith in one another is illustrated 
by Mr. Peloubet, who points out that a normal New York 
company would have at least eight audits by representatives 
of different government bodies, etc., if it were not for the 
general confidence that exists in the work of reputable 
auditors. May that confidence never be lost! 


Internal Auditing and Industrial Engineering 

Reconversion to peacetime activities will enforce a drive 
for industrial efficiency, as J. B. Thurston points out in an 
article analyzing the relationship between industrial engin- 
eering and internal auditing in the April “Cost and Man- 
agement”. Industrial engineering is the science of man- 
agement, the science by means of which efficient procedures 
are established for the production, sales, clerical, organiza- 
tional and financial phases of business. Mr. Thurston ex- 
plains how internal auditing has developed from a routine 
check of accounting records, and in addition to his other 
extensive duties, the internal auditor is now the policeman 
for industrial engineering. Once efficiency has been in- 
stalled, it is his duty to see that the procedures adopted 
are carried out at all levels of the organization. 

Depreciation 

The case for the production approach to depreciation 
accounting has again been presented very ably, this time by 
Captain H. D. Kerigan in the May issue of “The Journal of 
Accountancy”. This article is clear and concise, but is not 
new. It states once again one of the bases for depreciation 
—one which is not often used in Canada regardless of the 
fact that, in theory, it is generally agreed to be the most 
accurate of al] the bases. The remarks by the industrial 
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controller and the public accountant, included as an adden- 
dum, sum up admirably the practical solution to deprecia- 
tion accounting. 
The Profession and Restrictive Legislation 

The question of closing the accounting profession, which 
came to the draft legislation stage in Quebec in May, is of 
active interest to accountants, particularly in view of the 
progress made in this direction in the United States. Two 
articles on the subject are contained in the April “Account- 
ing Review’—one by W. J. Hope claiming that restriction 
would strengthen the profession, the other by L. Lilly point- 
ing out some points on the other side. 


Mexico Described to Ottawa Club 


Report of a Meeting of The Chartered Accountants’ Club of Ottawa, 
by P. F. D. Ellis, C.A. 

A‘ the last regular meeting, for the current season, of 

the Chartered Accountants’ Club of Ottawa, held in 

one of the Senate committee rooms in the Parliament 

Buildings on Tuesday evening April 17th, the speaker was 

Dr. Del Rio Y. Canedo, first Mexican Ambassador to Canada. 

Prior to coming to Canada Dr. Del Rio was Mexican 
Ambassador to Uruguay and Guatemala and was an Am- 
bassador at Large to the United States. He has also been 
a Mexican delegate on a number of international congresses. 
In addition to these accomplishments Dr. Del Rio is a well- 
qualified surgeon, having taken post-graduate courses in 
medicine at London and Vienna and studied at the Mayo 
Clinic. 

Speaking on the subject “Mexico and its position in the 
post-war world” Dr. Del Rio outlined the early history of 
his country commencing with its struggle for independence 
from Spain, which it gained in the year 1821, and referred 
to its subsequent development through various periods the 
last of which began in the year 1931 with the overthrow 
of dictatorships and the introduction of a democratic and 
stable form of government. At the present time labour 
is the strongest political party in the country and is well 
represented in the Mexican parliament. The present presi- 
dent of Mexico was elected in the year 1940. 

The year 1931 also marked the commencement of a 
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period of economic development and since that time the 
country has made great strides toward economic independ- 
ence. Roads and bridges have been built and further de- 
velopment of its natural resources has been made possible 
through the construction of irrigation and power projects 
and the establishment of factories. In this connection Dr. 
Del Rio paid tribute to the late President Roosevelt as the 
greatest friend Mexico ever had as it was during his tenure 
of office that a just treaty was concluded between the two 
countries and the financing of these developments was as- 
sisted through loans made to Mexico by the United States. 

Dr. Del Rio spoke of the contribution his country had 
made to the cause of the United Nations through its supply 
of raw materials and stated that many of his fellow country- 
men have served in the European and Pacific theatres of 
war with the Canadian and United States armies and air 
forces. 

The post-war plans of Mexico are to more fully develop 
the industrial life of the country to a point where it can 
utilize the raw materials it produces for the benefit of its 
citizens and to further its program of education so that 
democratic and stable government will be assured. 

Dr. Del Rio proved to be an interesting and entertaining 
speaker and his address was much enjoyed. At the con- 
clusion of his address Dr. Del Rio very kindly answered 
many questions concerning matters referred to in his ad- 
dress. The meeting was well attended and was presided — 
over by the president of the club, Mr. A. C. Brittain, C.A. 


Personals 

W. S. Stone, C.A., formerly of the Taxation Division, 
Department of National Revenue, Ottawa, announces the 
opening of an office in the Hotel Quinte, Belleville, Ontario, 
for the practice of his profession. 

Bryan Pontifex, an honorary member of the Ontario 
Institute, has been admitted a Fellow of the Society of Anti- 
quaries and a Member of the Royal Society of Literature. 
He is, as befits the author of “The City of London Livery 
Companies’, a liveryman of several livery companies, viz: 
The Worshipful Company of Armourers and Brasiers 
(1453), The Worshipful Company of Stationers (1557) and 
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The Worshipful Company of Spectaclemakers (1629). All 
these companies are active in the technical education re- 
lative to their trade. His old friends will thus realize that 
Mr. Pontifex in his retirement and old age is taking an 
active interest in many matters. His Toronto-born son, 
Ralph (B.Com. and A.C.A.), is now a captain on the Staff 
—British Military Administration in foreign parts. 

Charles Christian, C.A., and James L. Kergan, C.A., 
announce that they have formed a partnership under the 
firm name of Christian and Kergan, chartered accountants, 
Drumheller, Alberta. Mr. Christian has been in practice 
in the city of Drumheller since 1924, and Mr. Kergan, who 
was admitted to the Institute of Chartered Accountants of 
Alberta in 1932, joins the firm after five years’ service with 
the R.C.A.F., retiring from the service with the rank of 
Wing Commander. 

Nash and Nash, chartered accountants, announce that 
W. Robert H. Nash, C.A., has returned from active service 
with the Royal Canadian Air Force, and will again take an 
active part in the affairs of the partnership. 





Obituaries 
The Late William Arthur Tolmie 

The Institute of Chartered Accountants of British Col- 
umbia regrets to announce that William Arthur Tolmie 
passec away May 2nd, 1945. 

Mr. W. A. Tolmie was admitted to membership in 1915 
and practised his profession under the name of W. A. 
Tolmie & Company. Mr. Tolmie served on the council of 
the Institute from 1916 to 1920 and was active on the 
examining Board during those years. 

To his wife the Institute extends its sincere sympathy. 


The Late Thomas James Coulter 

The Society of Chartered Accountants of the Province 
of Quebec announces with deep regret the death of Thomas 
James Coulter, age 63, on June 13, 1945. 

Mr. Coulter began practising as a public accountant in 
1909; in March, 1922, he was admitted to membership in 
the Society and later formed a partnership with the late 
W. S. Jones, under the name of Coulter & Jones. He was 
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a past president of the Institute of Accountants and Audi- 
tors and a past president of the Montreal Branch of the 
Royal Empire Society. Active in Masonic Orders he was 
a 32nd degree Scottish Rite Mason, a past-master of Kil- 
winning Lodge; a past potentate of Karnak Temple and a 
Knight Templar of the Carnarvon Chapter. Mr. Coulter 
will be greatly missed by his many friends and confreres. 

To his widow and two daughters, the members extend 
their sincere sympathy. 


The Late M. George Kannon 

It is with regret that The Society of Chartered Account- 
ants of the Province of Quebec announces the death of 
Michael George Kannon, age 41, on June 7th 1945, after 
an operation. 

Mr. Kannon was educated at St. Leo’s Academy, West- 
mount, Quebec. He became a member of the Society in 
1932 and always took a great interest in its affairs. He 
had been associated with the firm of P. S. Ross & Sons for 
twenty-five years and from time to time during this period 
his professional engagements took him to all parts of Can- 
ada. 

Always active in community affairs, he was a past treas- 
urer of the St. Lambert Sports Association, a member of 
St. Patrick’s Society and the St. Lambert Citizens’ Com- 
mittee and at the time of his death he was an officer of The 
Catholic Mutual Benefit Association. 

Mr. Kannon is survived by his wife, the former Clare > 
Prendergast, one son George and a daughter Betty. The 
Society and his many friends in the profession offer their 
sincere sympathy. 

EE TE TS NS TR IRM 


INTERNAL AUDITORS ELECT OFFICERS 

At the annual meeting of the Toronto Chapter of the 
Institute of Interna] Auditors, Frank A. Riddell, assistant 
secretary, George Weston Limited, was elected president. 
He succeeds in this office A. J. E. Child, assistant treasurer, 
Canada Packers Limited. 

Other officers elected were: Vice-president, J. F. Kidner, 
C.A.; secretary, W. J. L. Townsend; treasurer, D. F. Bis- 
sonnette, C.A.; governors, A. J. E. Child and L. G. Geering. 

The membership committee for the coming year is 
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headed by K. L. MacArthur, the admissions and program 
committees by Sydney W. Smith and George Appleton, re- 
spectively, and Allan Douglas is in charge of the committee 
co-ordinating chapter activities. 


STUDENTS’ DEPARTMENT 


R. G. H. SMAILS, C.A., Editor 
NOTES AND COMMENT 


The recently published financial statements of the Can- 
adian National Railway System for the year 1944 make 
cheerful reading, because no long memory is needed to re- 
call a time when the prospect of the system ever making a 
cash contribution of twenty-three million dollars seemed 
remote beyond all reckoning. Even so this net profit is 
down some thirty-two million dollars from the preceding 
year (if allowance is made for the appropriation to pension 
reserve in 1943), the biggest single factor in this decline be- 
ing a decrease in operating expenses of over twenty-three 
million dollars due to higher wage rates. This large diver- 
sion of the gross operating revenues of the system (which 
were practically constant over the two years) from the citi- 
zens of Canada as a whole to the relatively small group of 
railway employees is offset in part by the incidence of the 
personal income tax, but it is an indication that the recov- 
ery of past losses on the system by the proprietors (the 
people of Canada) out of future earnings would be a slow 
and dubious process even if the present level of prosperity 
were maintained. 

From the strictly accounting viewpoint it is of interest 
to notice that in accordance with the practice adopted in 
1941 accrued depreciation of rolling stock has been charged 
in the amount of nearly twenty-million dollars which the 
directors regard as seven millions more than would be pro- 
vided under average traffic conditions. Depreciation of 
other assets in Canada continues to be treated on the re- 
tirement basis. In addition to the accrued depreciation of 
rolling stock ten million dollars has been charged to operat- 
ing expenses as provision for deferred maintenance. The 
system should therefore be in a financial position to partici- 
pate extensively in any government plan for post-war em- 
ployment. 
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There is some reason to suppose that candidates pre- 
senting themselves for the final examination are not yet 
sufficiently tax-conscious in the sense that when confronted 
with a financial problem in the form of a business investi- 
gation they frequently fail to give adequate weight to the 
effect of changes in capital structure, etc., upon the liability 
to income and excess profits taxes. Whether this is due to 
deficiencies in the courses of instruction, to specialization 
of tax work in offices or to a combination of these two fac- 
tors is not clear. Students should be on watch, however, 
and should do what they can to prepare for this type of 


question. 
Eo ae ae 


PUZZLE 
Think of a number less than 10. Multiply it by 2. Add 
3. Multiply the answer by five. Add another number less 
than 10. 
Given the answer to the foregoing calculations how do 
you deduce the numbers thought of? Why? 


ANSWER TO LAST MONTH’S PUZZLE 

This was really a problem in partnership. Each of the 
three hikers ate 2 2/3 sandwiches so the first contributed 
5—2 2/3 = 2 1/3 towards the third and the second con- 
tributed 83—2 2/3 = 1/3. The contribution made by the 
first hiker was therefore seven times the contribution of 
the second. The forty cents would therefore have to be 
shared 35 cents and 5 cents. 


STUDENTS’ ASSOCIATION NEWS 
British Columbia 

The Students’ Society of the Institute of Chartered Ac- 
countants of British Columbia regret to announce that 
Lieutenant Jack A. Grogan was accidentally killed while on 
exercises with the Fleet Air Arm. Jack Grogan was the 
son of Mr. L. A. Grogan, C.A., of Victoria, B.C. He was 
born a native son of Victoria, B.C. and before joining the 
services was articled to his father. 

After serving with the Royal Canadian Artillery for 
five months in 1940, he transferred to the Royal Canadian 
Navy. He graduated from Royal Roads in 1941 and after 
serving on the Pacific in the early part of 1942 he was 
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loaned to the Royal Navy and proceeded to England. Dur- 
ing 1944 he was on duty with the United States Navy and 
in the latter part of the year returned to the Royal Navy 
and took part in operations off the coast of Norway. 

He was accidentally killed on May 19th, 1945, and is 
buried in the Naval Cemetery in the Limington Church- 
yard near Ilchester, Somerset. 


PROBLEMS AND SOLUTIONS 

THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 

Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the per- 
sonal views and opinions of those members. They are designed not 
as models for submission to the examiner but rather as such discussion 
and explanation of the problem as will make its study of benefit to 
the student. Discussion of solutions presented is cordially invited. 


PROBLEM I 
INTERMEDIATE EXAMINATION, DECEMBER 1944 
Accounting I, Question 5 (15 marks) 
An extension to a factory has been built by a company, with its 
own employees, which previously called for tenders from outside con- 


tractors, the lowest of which was $225,000. Upon investigation you 
find that the asset account is made up as follows:: 


TURUNEN Gitta ites ews otek. kb c8sseSewecaaeawnes $ 80,000 
SE sanrcmioan sdk ees haiciaue nS S arouses names See ed 100,000 
Labour overhead (credited to manufacturing and adminis- 

See SOR ENNOD! (hee rinse a <b vip als ose es he sess o5%0s 10,000 
Discounts earned (credited to profit and loss) ............. 1,000 
Taxes on additional property during construction ........... 1,500 
Interest on bonds sold to finance extension during construction 5,500 
Discount on bonds sold to finance extension ............... 10,000 
Superintendent’s salary during construction ................ 3,000 
Transfer to profits, representing difference between cost and 

REE Since sy oRh Users eae e anh sua ened Oe ears 14,000 

$225,000 
Required: 


Set up the factory building account in your own way, giving rea- 
sons for the inclusion or exclusion of the above items. 


SUGGESTED SOLUTION 
FACTORY BUILDING EXTENSION 


Building materials ...... $ 80,000 It may be presumed that all the 

PE acovsaeaeoemedinn 100,000 charges under these headings 
are legitimate. 

Labour overhead ........ 10,000 Some difference of opinion is evi- 


dent among accountants regard- 
ing this item, but it is obvious 
that the asset should be charg- 
ed with the proper amount for 
use of tools, sundry supplies, 
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office expense, etc. Investiga- 
tion should be made into the 
amount charged, to determine 
whether or not 10% on labour 
cost represents an _ equitable 
assessment of such overhead. 

Discounts earned ....... neat This item is excluded on the 
grounds of conservatism. How- 
ever, regard should be had to 
the general policy of the com- 
pany in respect to cash dis- 
counts. If these have been con- 
sistently treated as a financing 
item, it would be in order to 
exclude discounts as a deduc- 
tion from cost. 

Taxes during construction 1,500 This is a proper charge. 

Interest on bonds during This item is regarded by most ac- 
construction ....... 5,500 countants as a proper cost. 
Discount on bonds ...... ae sca This item has been excluded as 

it represents a financing cost. 
A proportion during construc- 
tion might be charged to the 
building as additional interest. 
Superintendent’s salary.. 3,000 This item is a proper cost if the 
superintendent was fully occu- 
pied with the construction. 


Transfer representing dif- The construction of a fixed asset 
ference between cost by a company’s own employees 
and contract price .. ee may result in a saving, but 


profits are only realized by the 
production and sale of the com- 
modities in which it deals, so 
that this item is definitely not 
a proper cost or a revenue item. 


Total cost as adjusted ...$200,000 





PROBLEM II 
INTERMEDIATE EXAMINATION, DECEMBER 1944 
Accounting I, Question 6 (5 marks) 

A client asks you why some of the expense items in the revenue 
statement differ in amount from similar items in the cash disburse- 
ments statement. Explain. 

SUGGESTED SOLUTION 

Accounts payable and accrued liabilities existing at the beginning 
or the end of the fiscal period would have the effect of varying the 
amounts shown in the two statements. 

The revenue statement includes all expenses accrued to date, 
whether paid or not, whereas, the cash statement only takes into 
account the items which have actualiy been paid for. 


Example: 
Wages paid during the period ............... $1,150 
Wages accrued at the end of the period ....... 50 
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The cash statement would show $1,150, whereas the revenue state 
ment would show $1,000 for wages. 

Deferred charges at the beginning or end of an accounting period 
would also vary the amount shown in the two statements. 








Example: 
Insurance unexpired at the beginning of the period $565 
Pa a A EIN ann os saree kk cwnaeeses 400 
$965 
Unexpired at the end of the period ......... 385 
Ee OREG ROT SO DETION oisis sa S sce ases ces sases $580 








The amount shown in the cash statement would be $400. The 
amount shown in the revenue statement would be $580. 

Again capital expenditures will appear in full in the cash state- 
ment whereas the revenue statement will show as expense only the 
accrued depreciation on those expenditures. 


PROBLEM III 
FINAL EXAMINATION, DECEMBER 1944 
Accounting I, Question 4 (20 marks) 
The following is the condensed balance sheet of Excalibur Limited. 


Assets Liabilities 
ONE ee iinecasuckseee $ 600,000 Current, including re- 
PinOd +5 cs nsaue $2,000,000 serve for income and 
Less: Reserve excess profits taxes ..$. 200,000 
for deprecia- Bonds—6% ........... 500,000 
SRE wace ee 600,000 Common Stock 
1,400,000 100,000 shares of $10 
Be” =. vsuawasee se wt 1,000,000 
DIMMS Ssscuxcccwms se 300,000 
$2,000,000 $2,000,000 








A firm of investment dealers has approached the company with 
a plan to redeem the bonds at $110 and to issue 6,000 shares of 5% 
cumulative preferred stock of $100 each. 

The following is a summary of the operating results for the 
past three years. 


1 2 3 Total 

Profit from operations .. $300,000 $250,000 $260,000 $819,000 

Less: Depreciation ..... 150,000 150,000 150,000 450,000 

Bond interest .... 48,000 42,000 36,000 126,000 

PU NE iho Bic.n Gass een 102,000 58,000 74,000 234,000 
Provision for income and 

excess profits taxes .. 32,000 23,000 39,000 94,000 

To surplus account ..... $ 70,000 $ 35,000 $ 35,000 $140,000 





It has been the practice to redeem bonds at par to the extent of 
$100,000 per annum. The “standard profit” is $50,000, which is the 
average of the actual profits of pre-war years. In the present circum- 
stances, the directors do not feel that any increase in this amount 
could be obtained from the board of referees, 
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Required: 

You are required to express your opinion of the plan in a gen- 
eral way and, without going into great detail, to note the possible ef- 
fect of the proposed refinancing on the company’s liability to income 
and excess profits taxes. 


SUGGESTED SOLUTION 

The effect of the proposed plan would be to eliminate bond in- 

terest as a charge against profits, but it would seem reasonable to 

suppose that the “standard profit” of $50,000 would be increased by 

$45,000, being 742% on the new preferred stock issue of $600,000. If 

this were so, then the following might be a rough outline of the re- 

sults of the past few years, after the elimination of bond interest and 

the substitution of the preferred dividend: 

‘ 2 2 3 Total 

Profit after depreciation $150,000 $100,000 $110,000 $360,000 
Provision for income and 


excess profits taxes .. 83,500 33,500 43,500 160,500 
66,500 66,500 66,500 199,500 

Preferred dividend ..... 30,000 30,000 30,000 90,000 
$ 36,500 $ 36,500 $ 36,500 $109,500 


The introduction of new capital in the form of the preferred 
stock might enable the company to substantiate a claim to be treated 
as a “new business” under The Excess Profits Tax Act, in which case 
it could apply for a new “standard profit”; although it is doubtful 
whether any such application would result in the establishment of a 
figure higher than $95,000. 

The above figures show that profits remaining to the common 
shareholders after payment of preferred dividends would have been 
$109,500 over three years as against the figure of $140,000 on the 
present basis; so that from this point of view there would not ap- 
pear to be any particular advantage in the plan. Again, the com- 
pany would seem to be assured of ample funds with which to redeem 
bonds at the rate of $100,000 per annum. However, if the redemption 
provision is mandatory, it is conceivable that the company may run 
into difficulties in the near future, particularly if business is falling 
off, or if a portion of the fixed assets are at the stage where they 
must be renewed or replaced. It would seem, therefore, that the mat- 
ter of bond redemption and the provision of funds for that purpose 
might be the deciding factor as to whether or not the plan should 
be proceeded with. 

Note: The student might take an average figure for operating 
profits and show the net result under each plan somewhat as follows: 

Bonds Preferred Stock 
Profits from operations after depreciation 


(Rveree Gl S FORTE). o66 60d bs se eewee $120,000 $120,000 
Bond interest 
Oe BO oie sa Sa eoikda ss eeeeweses 30,000 
90,000 120,000 
Provision for income and excess profits taxes 55,000 53,500 
35,000 66,500 
CN EWAN ais ise GA SUS ARNG RSae.  aremtetes 30,000 
PUNY Sea Sete the ka Se oh ex $ 35,000 $ 36,500 


Here again the possibility of lack of funds for bond redemption 
might make the plan attractive. 
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Grand and Toy’s Accountants’ Work Papers. Showing the punched and 
perforated head, and “fold columns.” 


a ACCOUNTANTS’ 
a WORK PAPERS 


ESIGNED to fulfill most completely the 
needs of accountants. 


Patterns are uniform. Sheets with 7, 14, 21 and 28 columns are so 
ruled that all sizes can be kept together in one binder or cover. 


As illustrated, the patterns of sheets with 14 columns or more in- 
clude a “fold” column so that folds do not run through figures and 
make them unreadable. The perforated section of the head may be 
removed to allow captions or identifying data to show when sheet 
is folded. 


A special feature is the G. & T. Eye Saving ruling, green and 
e+, brown. The patterns are produced on Sight Preserving Paper, with 

a special light absorbing tint that kills glare. This is of particular in- 

terest to those whose work requires long periods of concentration. 


As with other G. & T. forms our Accountants’ Work Papers are 
produced with every attention to cleanness of pattern and quality 
. generally. 


Inspect a sample _ sheet. 
EL 6481 Please telephone or write, 


sana tora re stating the pattern you de- 
[;RAND & [OY iimiteo sire to see, whether 7, 14, 21,, 
6-14 Wellington St. West or 28 column. 
Toronto 1, Ont. 
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